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a KNYSNA municipality 
a PROPERTY RATES POLICY 2018/19 


1. BACKGROUND 


Jn 2016, the Knysna Municipality initiated a process to prepare a General Valuation Roll of all 
prop e rtv s i tuat e d propertv situated , within the geographical boundaries of the municipality in 
terms of the Local Government: Municipal Property Rates Act, 6 of 2004 (MPRA), which 
became operative on 2 July 2005. The General Valuation Roll 2017/22 came into effect on 01 
July 2017 and remain valid until 30 June 2022. 

This policy is formulated in terms of section 3 of the MPRA. 

2. J.EGISLATIVE CONTEXT 

▲ 

2.1 Jn terms of section 229 of the Constitution, a municipality may impose rates on property. 

2.2 In terms of section 4(1 )(c) of the Local Government: Municipal Systems Act, 32 of 2000 
(MSA), a municipality has the right to finance the affairs of the municipality by imposing, inter 
alia, rates on property. 

2.3 In terms of section 2(1) of the MPRA, a municipality may levy a rate on property in its rea in 
accordance with the other provisions of the MPRA. 

2.4 This policy must be read together with, and is subject to the provisions of the MPRA and the 
Knysna Municipality Rates By-Law. 

2.5 In terms of Section 8(1) of the MPRA, the Municipality is levying rates on the use of the 
property. 

3. DEFINITIONS 

In addition to the definitions contained in the MPRA and the Rates By-Law, the following words 
and phrases bear the meanings assigned to them below: 

“Act” means the Local Government Municipal Property Rates Act, 2004 
(No.6 of 2004); 

“Agricultural property means property that is used primarily for agricultural purposes but 
excludes any portion thereof that is used commercially for the hospitality of guests, and 
excludes the use of the property for the purpose of eco-tourism or for the trading hunting of 
game. The definition includes agricultural properties used for subsistence farming. 

“Bona-fide farmers” means genuine or real farmer whose dominant income is generated from 
farming activities, on an agricultural property, within the Knysna municipal area, and is taxed 
by SARS as a bona-fide farmer. 

“Business” means the activity of buying, selling or trade in goods or services and includes any 
office or other accommodation on the same erf, the use of which is incidental to such 
business, with the exclusion of the business of mining, agriculture, farming, or inter alia, any 
other business consisting of cultivation of soils, the gathering in of crops or the rearing of 
livestock or consisting of the propagation and harvesting of fish or other aquatic organisms. 
The category business includes accommodation establishments eg: Guest Houses and Bed 
and Breakfasts. 

“Category” (a) in relation to property, means a category of property determined in terms of 
section 8 (2) of the Act; (b) in relation to owners of property, means a category of owners 
determined in terms of section 15 (2) of the Act. 
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“Exemption” in relation to the payment of a rate, means an exemption granted in terms of 
section 15 of the Act. 

▲ 

“Gr ee n r e bat e ” m e ans a r e bat e , grant e d by Counc il on a prop e rty or r e s i d e nt i a l e stat e 

s i tuat e d outs i d e of th e urban e dg e as d e f i n e d i n th e Knysna Spat i a l D e v el opm e nt Fram e work 

and wh i ch has a manag e m e nt p l an to manag e and e rad i cat e a lie n v e g e tat i on and wh i ch 

e ncourag e s th e r e t e nt i on of th e un i qu e natura l e conomy and e nv i ronm e nt that i s Knysna. 

“Heritage” means a property containing a building or other heritage resource of national, 
provincial, or municipal significance. 

“Indigent person” means a person whose household income does not exceed the minimum 
household income as predetermined by the council; 

“Major accommodat i on e stab li shm e nt” m e ans a fac i l i ty that prov i d e s for le ttab le 

r e s i d e nt i a l and non - r e s i d e nt i a l un i ts or hom e s, hol i day or s e lf - cat e r i ng accommodat i on on 

a r e gu l ar, s e asona l and cont i nuous bas i s wh e r e th e tota l numb e r of le ttab le b e drooms 

e xc ee ds ei ght or th e prop e rty off e rs r e staurant and/or bar and/or conf e r e nc e fac ili t ie s. 

“Market value”, in relation to a property, means the value of the property determined in 
accordance with section 46 of the Act; 

“M i nor accommodat i on e stab li shm e nt” m e ans a fac ili ty that prov i d e s for le ttab le 

r e s i d e nt i a l and non - r e s i d e nt i a l un i ts or hom e s, ho li day or s el f - cat e r i ng accommodat i on on 

a r e gu l ar, s e asona l and cont i nuous bas i s i n add i t i on to i ts pr i mary us e for a s i ng le fam il y 

r e s i d e nc e wh e r e th e numb e r of l e ttab le b e drooms do e s not e xc ee d ei ght. 

“Natura ll y Knysna i nc e nt i v e r e bat e “m e ans a r e bat e grant e d by Counc il on an i ndustr i a l or 

comm e rc i a l prop e rty, th e purpos e of wh i ch i s to i nc e nt i v i s e th e mov e m e nt of bus i n e ss to 

support th e pr i nc i p le s e mbod ie d i n th e i n i t i at i v e that i s natura ll y Knysna. 

“New Business incentive rebate” means a rebate granted, on an inclining scale, on 
a property used for a new business brought to the area. The definition excludes existing 
business where change of ownership occurred or where a current business is 
expanded”. 

“Household income” means the income accruing to all members of the household 
permanently residing at the address. It includes income of spouses. 

“Industrial” in relation to property, means the use of a property for a branch of trade or 
manufacturing, production, assembly or processing of finished or partially finished 
products from raw materials or fabricated parts on such a large scale that capital and 
labour are significantly involved, including any office or other accommodation on the 
same erven, the use of which is identical to the use of the factory. 

“Non-residential” means all property other than those defined as residential. 

“Permitted use”, in relation to a property, means the limited purposes for which the 
property may be used in terms of - 

(a) any restrictions imposed by- 

(i) a condition of title; 

(ii) a provision of a town planning or land use scheme; or 

(iii) any legislation applicable to any specific prop e rtv; or propertv; or t 

(b) any alleviation of any such restrictions; 
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“Place of public worship” means property used primarily for the purposes of 
congregation, excluding a structure that is primarily used for educational instruction in 
which secular or religious education is the primary instructive medium: 

Provided that the property is - 

(a) registered in the name of the religious community; 

(b) registered in the name of a trust established for the sole benefit of a religious 
commun i tv; or communitv; or t 

(c) subject to a land tenure right. 


“Property” means- 

(a) immovable property registered in the name of a person, including, in the case of a 
sectional title scheme, a sectional title unit registered in the name of a person; 

(b) a right registered against immovable property in the name of a person, excluding 
a mortgage bond registered against the property; 

(c) a land tenure right registered in the name of a person or granted to a person in 
terms of legislation; 

(d) public service infrastructure 

“Protected area” means an area that is listed in the register referred to in section 10 of the 
National Environmental Management: Protected Areas Act 2003. 

“Public Benefits Organisation” means an organisation conducting specified public benefit 
activities as defined in the Act and registered in terms of the Income Tax act for tax reductions 
because of those activities. 

“Public Service Infrastructure” means publicly controlled infrastructure ( as defined in the 
MPRA) may not be rated on the first 30% of market value in terms of section 17(1 )(a) of the 
MPRA. 

“Public Service Purposes” in relation to the use of a property means property owned and 
used by an organ of state as per (a) (b) (c) (d) (e) (f). Section 1(2) of the Act but excludes 
property contemplated in the definition of “public service infrastructure” 

“Rebate”, in relation to a rate payable on a property, means a discount on the amount of the 
rate payable on the property. 


“Reduction”, in relation to a rate payable on a property, means the lowering of the amount 
for which the property was valued and the rating of the property at that lower amount. 


“Residential” means improved property that is: 

Used predominantly (60% or more) for residential purposes,, with not more than two 
dwelling units per property, and includes any adjoining property registered in the name 
of the same owner and used together with such residential property as if it were one 
property. (Any such grouping shall be regarded as one residential property for rate 
rebate or valuation reduction purposes), or 

A unit registered in terms of the Sectional title Act, used predominantly (60% or more) 
for residential purposes, and includes any unit in the same Sectional Title Scheme 
registered in the name of the same owner which used together with the residential unit 
as if it were one property, for example a garage or domestic workers quarters. (Any 
such grouping shall be regarded as one residential property for rate rebate or valuation 
reduction purposes and for clearance application purposes), or 
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Owned by a share-block company and used predominantly (60% or more) for 
residential purposes, or 

Retirement schemes and life right schemes used predominantly (60% or more) for 
residential purposes. 

“Rura l L i f e sty le ” m e ans a prop e rty pr e v i ous l y d e f i n e d for rat e s purpos e as non - urban 

dom e st i c but us e d pr e dom i nant l y for r e s i d e nt i a l purpos e s. 


“State-owned” means property owned by the State, which are not included in the definitions 
of public service infrastructure or public service purposes in the Act. These properties are 
classified as follows: 

(a) State properties that provide local services 

(b) State properties that provide regional/municipal district-wide/metro-wide services. 

(c) State properties that provide a provincial/national service. 

“Vacant land “means land where no immovable improvements have been erected. 
Vacant land can be classified as foliows: 

(a) Residential vacant, means a property included a valuation roll in terms ofsection 8(2) of 
the Act (read with section 8 (3) as vacant. 

(b) Business vacant means a property included a valuation roll in terms of section 8(2) of the 
Act (read with section 8 (3) as business vacant^. 

(c) Jndustrial vacant, means a property included a valuation roll in terms of section 8(2) of 
the Act (read with section 8(3) as industrial vacant. 


4. PRINCIPLES 

The following principles ensure that the municipality treats persons liable for rates equitably: 

• Equity 

The municipality will treat ratepayers with similar properties in a like manner 

• Affordability 

The ability of a person to pay rates will be taken into account by the municipality. The 
municipality may provide relief measures through specified exemptions, reductions or 
rebates to the poor or indigent as defined in Council’s Indigent policy. 

The Municipality mav: - mav: - 

• levy different rate tariffs on different categories of properties, 

• exempt a specific cat e qory of cateqory of t propertv from pavment of rates, 

• grant a rebate on, or a reduction in, the rate payment. 

Council also pledges itself to limit each maximum annual increase, as far as is practicable, to 
the increase stipulated by National Treasury in the appropriate annual Budget Circular except 
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when the approved integrated development plan of Council requires a greater increase or there 
has been a significant change in the valuation of a property. 


5.1 


5. CATEGORIES OF RATAEBLE PROPERTY 


Properties will be categorised as follows: 


A: RESIDENTIAL. 


Co 

mmented [HS2]: Tariffs codes to be reduced. I.e.: Municipal 
perties to have 1 tariff 


(i) Improved Residential (8001) 

pro 
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(ii) Accommodation 1 -8 Rooms (8030) 
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(iii) Indigent (8019) 

(iv) Pensioners (8020, 8022, 8076, 8077, 

8079) 
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B: LIGHT INDUSTRIAL 

(i) Light Industrial (8013) 

l 

1 
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C: BUSINESS AND COMMERCIAL 
PROPERTIES 

(i) Business and Commercial (8003) 

(ii) Accommodation 9+ Rooms (8031) 



A 
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D: AGRICULTURAL 

(i) Agricultural - Bona Fide Farming (8008) 
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E: PROPERTIES OWNED BY AN 

ORGAN OF STATE USED FOR 

PUBLIC SERVICE PURPOSES 

(i) State (8007) 

(ii) Vacant State Land (8041) 
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A 
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F: PUBLIC SERVICE INFRASTRUCTURE 

(i) PSI (8011) 

l 

l 

▲ 
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G: PROPERTIES OWNED BY PUBLIC 

BENEFIT ORGANISATIONS AND USED 

FOR SPECIFIED PUBLIC BENEFIT 
ACTIVITIES 

(i) Public Benefit Organisations (8015) 



A 
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H: PROPERTIES USED FOR MULTIPLE 
PURPOSES 

(i) Non-Urban Domestic (8051) 



A 
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1: VACANT LAND 

(i) Residential (8035) 

(ii) Business (8040) 
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J. MUNICIPAL OWNED PROPERTIES 

(i) Municipal Buildings (8004) 

(ii) Public Open Spaces (8006) 

(iii) Municipal Improved Residential (8050) 

(iv) Municipal Staff Housing (8056) 

(v) Municipal Vacant Residential (8036) 

(iv) Municipal Vacant Public Open Spaces 

(8042) 

(vii) Municipal Vacant Non-Residential 
(8034) 



▲ 
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K. PLACES OF WORSHIP (Section 17(1)(i) 

(i) Place of Worship (8030) 

(ii) Non-Developable (8069) 
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L. PROPERTIES: 

(i) Acquired through Provision of Land and 
Assistance Act, 1993 (No. 126 of 1994) or 
the Restitution of Land Rights Act, 1994 

No. 22 of 1994) , or 

(ii) subject to the Communal Property 
Associations Act, 1996 (No. 28 of 1996) 




A. 
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M. Any other category of property as 

Council may from time to time identify 

As may be determined by the Minister or 
Council with the concurrence of the 

Minister of Finance by Notice in the 

Gazette 
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.6. EXCLUSION OF RATEABLE PROPERTY FROM THE PAYMENT OF RATES ( Formatted: Font: 10 pt ) 

The following properties will be excluded from the payment of rates:- 

• properties of which the municipality itself is the owner:- 

• first 30% of the market value of public service infrastructure:- 

• rights registered against immovable property in the name of a person:- 

• l and own e d by a r e g i st e r e d r eli g i ous body or organ i sat i on, and e xc l us i v el y us e d as a p l ac e of 

ass e mb l y for pub li c worsh i p: - 

On property registered in the name of and used primarily as a place of public worship by a 
religious community, including the official residence registered in the name of that community, 
which is occupied by the office-bearer of that community who is, officiates at services at that 
place of worship. 

On the first R15, 000 of the market value of a property assigned in the valuation roll or 
supplementary valuation roll to a category determined as residential property or multiple used 
property provided that one or more component is used for residential purposes 

• properties registered or recognised as private nature reserves in terms of relevant legislation, 
which are not developed or used for commercial, business, agricultural or residential purposes. 

7. DIFFERENTIAL RATE TARIFFS 

7.1 GENERAL 

The following may be taken into consideration in determining differential rate tariffs: 

• The use of the property, the permitted use of the property or a combination of use 
and permitted use. 

• Th e rural ar e a wh e r e th e prop e rty i s s i tuat e d. 

• The nature of the property including the impact of rates on its operations eg 
agricultural properties used for farming purposes. 

• The promotion of social and economic development of the municipality. 

7.2 MULTIPLE USE PROPERTIES 

Property tax on properties used for multiple purposes will be determined by: 

Apportioning the market value of the property to the different purposes for which the property 
is used. 

Applying the relevant rate tariff, to the corresponding market value. 

8. RELIEF MEASURES RELATED TO CATEGORIES OF PROPERT I ES OWNERS 

NOTE: IN ADDITION TO WHAT IS SET OUT BELOW, COUNCIL MAY ANNUALLY 
DETERMINE A BASE VALUE WHICH WILL BE DEDUCTED FROM THE MARKET VALUE 
SHOWN ON THE VALUATION ROLL, IN COMPUTING THE RATE LIABILITY. 

8.1 CRITERIA FOR EXEMPTIONS, REBATES AND REDUCTIONS 

The following will be taken into consideration for the purpose of granting 
exemptions, rebates and reductions: 
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• Indigent status of the owner of a property. 

• Nature, amount and source of income of the owner of a property. (eg pensions & 
social grants) 

• Mark e t va l u e of r e s i d e nt i a l prop e rty b el ow a d e t e rm i n e d thr e shold. 

• Social or economic conditions of the area where the owners of 
property are located e.g. an area declared by the national or provincial 
government to be a disaster area within the meaning of Disaster 
Management Act, 2002 (Act.57 of 2002) 

• R e t e nt i on and r e storat i on of cons e rvat i on worthy bu il d i ngs. 

• Own e rs of agr i cu l tura l prop e rt ie s who ar e r e g i st e r e d w i th th e R e c ei v e r of R e v e nu e as 

bona fide farm e rs. 

• Th e n ee d to pr e s e rv e th e un i qu e natura l e nv i ronm e nt that i s Knysna . 

• The requirements of the Property Rates Act no 6 of 2004. 

Sufficient proof of status / income of household / affidavits for proof of reasons / identity 
documents must be attached to all applications; 

Applicants must occupy the property and not be the owner of more than one property; 

Where the owner is for acceptable reasons due to no fault of his/her own unable to occupy 
the property, the spouse or minor children may satisfy the occupancy requirements; 

The municipal manager or his/her nominee must approve all applications; 

Applications must reach the municipality before the end of October preceding the start of the 
new municipal financial year for which relief is sought; and 

The municipality retains the right to refuse exemptions if the details supplied in the application 
form were incomplete, incorrect or false. 

Proof of bona fide farming from SARS is required to request change of category from other to 
Agricultural. In the case of subsistence farming the criteria above apply. The approval is 

subject to an in-loco inspection to the property A . Commented [HS3]: Criteria for subsistence farmers. 
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9. SPECIAL CASES 

9.1 PUBLIC BENEFIT ORGANISATIONS 

Taking into account the effects of rates on Public Benefit Organisations 
performing a specific public benefit activity and registered in terms of the 
Income Tax Act for tax reduction because of those activities, it is proposed 
that Public Benefit Organisations (PBOs) performing the following specified 
public benefits activities will be granted a rebate of 7§%. 100%. 

• Welfare and humanitarian, such as providing disaster relief. 

• Health Care, such as the counselling, care and treatment 

of persons (and their dependants) afflicted with HIV and AIDS. 

Applications for Public Benefit organizations must reach the municipality before end October 
preceding the start of the new municipal financial year in which relief is sought. A tax 
exemption certificate issued by the South African Revenue Services(SARS) as contemplated 
in Part 1 of the Ninth Schedule of the Income Tax Act ,1962 No 58 of 1962.The municipal 
manager or his nominee must approve all applications. 
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9.2 PUBLIC SERVICE INFRASTRUCTURE 

All public service infrastructure providing essential services to the community shall be rated at 
the prescribe ratio. 

9.3 STATE PROPERTIES 

State properties (e.g. Schools, clinics, police stations etc.) that provide local services will be 
rated at the prescribe ratio and no further rebate will apply 

9.4 RELIGIOUS ORGANISATIONS 

The official residence registered in the name of a religious community and occupied by a full 
time office bearer shall be exempt from rates. 


10. REBATES AND GRANTS 

Rebates for the following categories of properties may be considered: 

{a} R e s i d e nt i a l prop e rt ie s ( i nc l ud i ng f l ats and s e ct i ona l t i t le un i ts) but ( e xc l ud i ng 

- accommodat i on e stab li shm e nts wh e r e th e numb e r of le ttab le numb e r of 

- rooms i s e qua l to or le ss than 8) 

(b)- Agr i cu l tura l prop e rt ie s 

(e)- Prot e ct e d ar e as 

(a) Stat e own e d prop e rt ie s 

(b) Market value of residential property below a determined threshold. 

(c) Retention and restoration of conservation worthy buildings 

(d) Heritage areas 

(e) Sport ground fields 

(f) Private Schools 

(g) Private Roads 

(h) Rura l prop e rt ie s as d e f i n e d 

(i) Properties used for businesses purposes where th e own e r of the business is new to 
the municipality or the nature of the business is new to the municipality. 

This excludes existing business where change of ownership occurred or where a 
current business is expanded”. 

The rebate will be applied on a sliding scale as follows: 

100% in year 1, 

75% in year 2, 

50% in year 3, after which the rebate falls away. 

Over and above the determinations contemplated in section 17(1 )(h) of the Act owners of 
property who depend on pensions or social grants for their livelihood may qualify for a rebate 
as determined by Council’s Indigent policy. 
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11. CRITERIA FOR INCREASING RATE TARIFFS 

The following will be taken into account for the purpose of increasing or decreasing of rates: 


• Priorities of a municipality reflected in its Integrated Development 
Plan. 

• The revenue needs of the municipality. 

• Affordability of rates to ratepayers. 

11.1 The municipality will consider the imposition of rates annually during the budget process. 

11.2 All increases in property rates will be communicated to the community in terms of Section 21 

A of the Municipal Systems Act (Act no. 32 of 2000). 

12. REDUCTIONS IN MARKET VALUES 

(1) A reduction in the municipal valuation as contemplated in section 15 (1) (b) of the Act, 
may be granted where the value of a property is affected by fire damage, demolition 
or flood. 

(2) The reduction will be granted by the Chief Financial Officer only after a valuer has 
carried out an inspection of the property concerned. 

13. LIABILITY FOR RATES 

(1) Annual Payment Arrangements 

By prior arrangement Knysna Municipality will recover the rates levied in a single 
amount, which is due on or before 31 July of the year in which it is levied. Applications 
must be submitted before 31 May for this option however the Chief Financial Officer 
may consider any applications after this date on merit. 

(2) Method and time of payment 

Knysna Municipality will recover the rates levied in periodic instalments of equal 
amounts over twelve months. The instalment is payable on or before the last working 
day of every month, following the month in which it has been levied. Interest will be 
charged at 1% above the prime interest rate for any late payments received. 

(3) Recovery of arrear rates from tenants, occupiers and agents 

If an amount due for rates levied in respect of a property is unpaid after the day 
determined, the municipality may recover the amount in whole or in part from a tenant 
or occupier of the property. The amount the municipality might recover from the tenant 
or occupier of the property is limited to the amount of the rent or other money due and 
payable by the tenant or occupier to the owner of the property. Any amount the 
municipality recovers from the tenant or occupier of the property may be set off, by the 
tenant or occupier, against any money owed by the tenant or occupier to the owner. 

The municipality may recover the amount due for rates from an agent of the owner after 
it has given written notice to that agent or person. The amount the municipality may 
recover from the agent or other person is limited to the amount of rent received by the 
agent or person, less the commission due to that agent or person, subject to the Estate 
Agents Act, 1976 (Act No. 112 of 1976). The agent or other person must, on request 
by the municipality, furnish the municipality with a written statement specifying all 
payments for rent on the property received by that agent or person during a period 
determined by the municipality. 


Policv Title: Propertv Rates Policv - Page 1 








P a g e 1 12 


(4) Ownership 

Properties, which vest in the municipality during developments, i.e. open spaces and 
roads, will be transferred at the cost of the developer to the municipality. Until such 
time, rates levied will be for the account of the developer. 

(5) Interim Valuation Debits 

In the event that a property has been transferred to a new owner and rates emanating 
from a supplementary valuation become due and payable, th e pr e v i ous own e r as w ell 
as-the new owner will be held jointly and separately responsible for the settlement of 
the interim rates accountj_ 

(6) Developments 

The developer of a property will be liable for all rates raised on the development until 
the individual units are transferred to the new owners including properties which must 
be transferred to the municipality in terms of the land use ordinance and development 
agreement. 

(7) Clearance Certificate 

Rat e s C le aranc e C e rt i f i cat e s w ill b e va li d t ill 30 Jun e i f mon ie s hav e b ee n pa i d i n fu ll 

unt il such dat e . How e v e r, shou l d attorn e ys r e qu e st to e xt e nd th e c e rt i f i cat e for 120 

days b e yond th i s dat e , and th i s e xt e ns i on of t i m e surpass e s th e dat e of 30 Jun e , th e 

n e w y e ar’s rat e s b e com e payab le i n fu ll . 

No C le aranc e C e rt i f i cat e s w ill b e i ssu e d i f th e r e ar e any outstand i ng amounts on a 

s elle r’s mun i c i pal account. 

With the sale of a property within the municipal jurisdiction the council shall withhold 
rates clearance certificate until all rates, services and sundry costs attached to the 
property is paid and an amount equal to four months rates and service charges will 
be collected in advance as part of the rates clearance process. The rates clearance 
remains valid for 120 days from the date of issuing. 


(8) Levying of rates on property in sectional title schemes 

A rate on property, which is subject to a sectional title scheme, will be levied on the 
individual sectional title units in the scheme. However, in valuing the sectional title unit 
there shall be included in that value the owners proportionate share of the value of the 
common use areas such as gardens, roads, swimming pools, passages etc. 

14. COSTS OF EXEMPTIONS, REBATES AND REDUCTIONS 

(1) During the budget process the Chief Financial Officer must inform Council of all costs 
associated with exemptions, rebates and reductions. 

(2) Provision must be made on the operating expenditure budget for: 

(a) the full potential income associated with property rates; and 

(b) the full costs associated with exemptions, rebates and reductions. 

15. LOCAL, SOCIAL AND ECONOMIC DEVELOPMENT 
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(1) The municipality may grant rebates to organisations that promote local, social and 
economic development based on the criteria determined in its local, social and 
economic development policy(s). The following criteria will apply: 

(a) job creation in the municipal area; 

(b) social upliftment of the local community; and 

(c) creation of infrastructure for the benefit of the community. 

(2) Rebates may be granted up to 100% of the rates payable and must be phased out 
within 3 years from the date that the rebate was granted for the first time. 


16. REGISTER OF PROPERTIES 

The Chief Financial Officer must cause to have drawn up and maintain a register of properties 
as contemplated as section 23 of the Municipal Property Rates Act. 


17. NOTIFICATION OF RATES 

(1) Council will give notice of all rates approved at least 30 days prior to the date that the 
rates become effective. Accounts delivered after the 30 days notice will be based on 
the new rates. 

(2) A notice stating the purport of the Council resolution, date on which the new rates shall 
become operational will be displayed by the municipality at places installed for that 
purpose. 

18. CORRECTION OF ERRORS AND OMISSIONS 

Where the rates levied on a particular property have been incorrectly determined, whether 
because of an error or omission on the part of the municipality or false information provided by 
the property owner concerned or a contravention of the permitted use to which the property 
concerned may be put, the rates payable shall be appropriately adjusted for the period 
extending from the date on which the error or omission is detected back to the date on which 
rates were first levied in terms of the current valuation roll. In addition, where the error occurred 
because of false information provided by the property owner or as a result of a contravention 
of the permitted use of the property concerned, interest on the unpaid portion of the adjusted 
rates payable shall be levied at the maximum rate permitted by prevailing legislation. 

19. ROUNDING 

The values of properties will be rounded off to the nearest R10,000 rand value. 


20. FREQUENCY OF VALUATIONS 

The municipality shall prepare a new valuation roll from t i m e to t i m e and a every 5 years. The 
MEC for local government may extend the period for which the valuation roll is valid to 7 years. 

A supplementary valuation roll shall be prepared at least once a year. 

21. SHORT TITLE _ 

_ k This policy is the Property Rates Policy of the Knysna Municipality. ( Formatted: Font: 10 pt 
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DRAFT REVIEW 15 MAY 20187 
(REPLACING CURRENT EXISTING POLICY) 
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Whereas section 96 of the Local Govemment: Municipal Systems Act No. 32 of 2000 (hereinafter 

referred to as the Systems Act) stipulates that a municipality must adopt, maintain and implement 

a credit control and debt collection policy; 

And whereas section 97 of the Systems Act stipulates what must be provided for in the policy; 

Now therefore the Municipal Council of Knysna Local Municipality accepts the following Credit 
Control and Debt Collection Policy: 
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KNYSNA LOCAL MUNICIPALITY 


CREDIT CONTROL AND DEBT COLLECTION POLICY 


1 . 


DEFINITIONS 


For the purposes of this policy the wording or any expression will have the - same 

meaning as contained in the Act, accept where it is explicitly - indicated otherwise and means: 

1.1 “occupant” ~ any person that occupies any property or portion thereof, without^—taking 
cognisance of the capacity in which he/she occupies the property; 


1.2 “property” ~ any portion of land, of which the boundary has been 
within the jurisdiction of the municipality; 


determined, 


1.3 


(a) the person in whose name the title of the property is rightfully vested; 

(b) in the case where the person in whose name the property is rightfully vested 

becomes insolvent or deceased, that person under who the administration or 

control of such a property is vested as curator, trustee, executor, rightful 

manager, liquidator, or any other legal representative; 

(c) in any event where the municipal council cannot determine the identity of such 
person, any person who may rightfully benefit from such stand or any building 
thereon; 


(d) in the case of a stand for which a rental agreement of 30 years or 
have been adopted, the hirer thereof; 

(e) with regard to:- 
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(i) a portion of land demarcated on a sectional title plan which is registered 
in terms of the Sectional Titles Act No. 95 of 1986, and without limiting 
the aforementioned stipulations, the developer or governing body with 
regard to the common property; or 

(ii) a portion as defined in the Sectional Titles Act, the person in whose 
name that portion is registered in terms of a sectional title deed, including 
the legally appointed representative of such a person; 


(f) Any corporate body, including but not limited to:- * . ( Formatted: Tab stops: Not at 1,9 crn 


(i) A company registered in terms of the Companies Act No. 61 of 1973, a 
trust inter vivos, trust mortis causa, a close corporation registered in 
terms of the Close Corporations Act No. 69 of 1984, and a Voluntary 
Association; 

(ii) Any local-, provincial-, or national authority; 

(iii) any council or governing body instituted in terms of any legislation 
enforceable in the Republic of South Africa; and 

* ( Formatted: Line spacing: 1,5 lines 

(iv) any embassy or other international entity; 

1.4 “rightful representative” ~ the person or organisation legally appointed by the municipal 
council to act on behalf of the municipal council or to perform a duty on behalf of the 
municipal council; 

1.5 “Chief Financial Officer” ~ the person, appointed by the municipal council, in 
control of the finances regardless of the title attached to the post; 

1.6 “client” ~ any occupant of a property where to the municipality agreed to deliver 

services or already delivers, or if the occupant is not responsible, the owner of the 

property; 

1.7 “Engineer” ~ the person in charge of the civil and electrical sections of the municipality; 
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1.8 “Municipal Manager” ~ the person appointed in terms of section 82 of the Local 
Government: Municipal Structures Act No. 117 of 1998, including any person acting in 
the position or to whom the authority have been delegated; 

1.9 “municipal services” ~ the services provided by the municipality, such as the provision 
of water and electricity, refuse removal, and sewerage removal, where service charges are 
levied; 

1.10 “municipal account” ~ an account reflecting the costs for services rendered by the 
municipality or any authorised or contracted services provider and/or property tax in the 
form of, but not limited to:- 

(a) “yearly account” delivered yearly and in the levies indicate property tax and/or 
building clause, availability fees, sewerage removal and refuse removal; and 

(b) “monthly account” delivered monthly and indicates electricity, water, sundry 
levies, housing rental fees and instalments, as well as the monthly instalment of 
yearly services paid on in monthly instalments; 

1.11 “municipality” ~ the organisation responsible for the collection of funds and provision of 
services to clients of Knysna Local Municipality; 

1.12 “council” ~ the municipal council of Knysna Local Municipality; 

1.13 “interest” ~ a cost levied with the same legal preference as service tariffs and calculated 
against an interest rate determined by the council from time to time; 

1.14 “equipment” ~ a building or other structure, pipe, pump, wiring, cable, meter, machine or 
any fittings; 

1.15 “defaulter” ~ a person owing money to the municipality after the due date has lapsed; 
and 

1.16 “Act” ~ the Local Government: Municipal Systems Act No. 32 of 2000, as amended from 
time to time. 
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2. OBJECTS OF THE POLICY 

The objects of the policy are to:- 

2.1 provide a framework within which the municipal council can exercise its executive and 
legal authority with regard to credit control and debt collection; 

2.2 ensure that all funds owed and due to the municipality are collected in a financially 
sustainable manner, and utilised in the best interest of the community, residents and 
taxpayers; 

2.3 establish a framework for customer care and support to indigent households; 

2.4 establish credit control measures and to describe the sequence of steps; 

2.5 draft procedures and mechanisms with regard to credit control and debt collection; and 

2.6 Establish realistic objectives with regard to credit control and debt collection. 
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3. PRINCIPLES OF THE POLICY 

3.1 The administrative integrity of the municipality must be maintained at all times. The 
democratically elected councillors are responsible for policy making, whilst it is the 
responsibility of the Municipal Manager to execute such policies; 

3.2 Consumers must complete an official application form wherein they request the 
municipality to connect them to service connection points. Owners must in writing take 
responsibility for the debt as debtor of last resort and liable for payment of any 
outstanding balance due and owing to the municipality. Existing consumers may be 
requested from time to time, as determined by the Municipal Manager, to complete new 
application forms; 

3.3 Copies of the application form, preconditions for service delivery and extracts from 

the credit control and debt collection policy and regulations of the council must on request 
by consumers be provided at costs determined by the council, if applicable; 

3.4 Accounts must be distributed timeously and must be accurate and easily understandable; 

3.5 The consumer is entitled to access to pay points and to a selection of reliable payment 

methods; 

3.6 The consumer is entitled to a good, effective and reasonable answer to enquiries / 

appeals, and may suffer no disadvantage during the processing of a reasonable enquiry / 
appeal; 

3.7 Measures to enforce payments must be applied consistently and effectively; 

3.8 Unauthorised usage, connection and cut offs, fiddling with or theft of meters, service 
provision equipment and the reticular network, and any fraudulent / illegal conduct with 
regard to the provision of municipal services will lead to termination of service delivery, 
the imposition of heavy fines, forfeiting of rights and / or public prosecution; 

3.9 Both incentives and discouragement can be used in collection procedures; 

3.10 The collection procedures must be cost effective; 
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3.11 Results will be reported and monitored regularly and effectively; 

3.12 Application forms will be used to, amongst others, categorise consumers on the basis of 
credit risk and to determine service levels and deposits for services; 

3.13 Goals / objectives for performance in both customer care and debt collection must be 
established and pursued and corrective measures for underperformance must be 
instituted; 

3.14 Where practically feasible, the customer care and debt collection policies will be handled 
separately and will the organisational structure reflect it as separate sections; and 

3.15 The support of the principle to provide services in exchange for the payment of overdue 
debts. 
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4. DUTIES AND FUNCTIONS 

4.1 Duties and functions of the Municipal Council:- 


(a) To establish a goal / objective for improving debt collection, corresponding with 
acceptable accounting relationships and the capacity of the Municipal Manager; 

(b) To approve a reporting framework with regard to customer care, credit control 
and debt collection; 

(c) To consider and approve regulations that will give effect to the execution of the 
council’s policy; 

(d) To institute disciplinary steps and/or legal action in terms of councillors (Code of 
Conduct for Councillors), officials (Code of Conduct) and agents who do not 
execute the council’s policy and regulations or act improperly in terms of; 

(e) To approve a list of attorneys who will represent the council in all legal matters 
relating to debt collection; 

(f) To adequately capacitate the municipality’s finance department to execute credit 
control and debt collection, or to alternatively appoint debt collection agents; 

(g) To support the Municipal Manager in the execution of his/her duties; and 

(q) To revise and evaluate policy and regulations to improve the effectiveness of 

procedures, mechanisms and processes with regard to customer care, credit 
control and debt collection; 

4.2 Duties and functions of the Executive Mayor:- 


(a) To report to the council. 

4.3 Duties and functions of the Municipal Manager:- 

(a) to implement good customer care; 
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(b) to implement the council’s policy with regard to customer care, credit control and 
debt collection; 

(c) to institute and maintain an appropriate accounting system; 

(d) to distribute accounts to clients; 

(e) to claim payments on due dates; 

(f) to impose fines with regard to non-payment; 

(g) to utilise payments received; 

(h) to collect outstanding debts; 

(i) to implement “Best Practices”; 

(j) to provide a variety of payment methods; 

(k) to determine customer care-, credit control- and debt collection measures; 

(l) to determine work procedures for the following: public relations, arrangements, 
disconnection of services, summonses, attachment of property, sales in 
execution, debt write-offs, sundry debtors and legal processes; 

(m) To appoint a firm of attorneys to execute legal proceedings (e.g. attachment of 
and sale in execution of property, attachment order in terms of compensation, 
etc.); 

(n) to determine performance targets for staff; 

(o) to appoint staff in terms of the council’s recruitment and selection policy to 
execute the council’s policy and regulations; 

(p) to delegate appropriate functions to Heads of Department; 

(q) to determine control procedures; and 

(r) To monitor performance contracts of service providers with regard to credit 
control and debt collection. 

4.4 Duties and functions of communities, taxpayers and residents:- 

(a) To fulfil certain responsibilities based on privilege and/or the right to use and 
enjoy public amenities and municipal services; 

(b) to pay on due dates all service fees, property tax and other taxes, levies and 
tariffs as determined by the municipality; 

(c) To obtain a duplicate account from the municipality in instances where the 
account is not delivered within the normal account cycle; 

(d) To inform the municipality when services are no longer needed at a specific 
service point, and of any change in address; 

(e) To respect the mechanisms and processes of the municipality when exercising 
their rights; 
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(f) To provide reasonable access to their property to allow municipal officials to 
execute their functions; 

(g) To adhere to the regulations and other legislation of the municipality; and 

(h) To refrain from illegally tampering with municipal property and services. 

4.5 Duties and functions of councillors:- 

(a) to hold regular ward meetings (Ward Councillors); 

(b) to adhere to municipal policy and regulations and to convey this information to 
residents and ratepayers; 

(c) to adhere to the council’s Code of Conduct for Councillors; 

(d) to provide input with regard to applications for indigent households; and 

(e) To, as policy-makers, refrain from illegally instructing the administration contrary 
to this policy 
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5. PERFORMANCE MEASUREMENT (Appendix A) 

The council must institute the necessary mechanisms to set and measure 
performance against targets with regard to debt collection, customer care and 

administrative performance, and take corrective steps in orderto promote credit control and debt 
collection. 

5.1 Income Collection Targets:- 

The council must set targets that include the following: 

(a) A decrease in the current escalation of debt in line with the performance 
agreements determined by the council from time to time. 

5.2 Customer Care Targets:- 

The council must set targets that include the following: 

(a) response times with regard to enquiries by clients; 

(b) the date on which the first account must be rendered to customers; 

(c) the time frame for the reconnection of services; and 

(d) The meter reading cycle. 

5.3 Administrative Performance:- 

The council must set targets that include the following: 

(a) cost effectiveness of debt collection; 

(b) enquiry and appeal procedures; and 

(c) Implementation mechanism relationships. 
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6. REPORTING 

6.1 The Chief Financial Officer must report on a monthly basis and appropriate format to 
the Municipal Manager in order to allow the latter to report to the Executive Mayor in terms of 
section 99 of the Act, read with section 100 (c). This report must include: 

6.1.1 Statistics with regard to high-level debt collection (number of clients, enquiries, default 
arrangements, increase or decline in outstanding debtors). Where possible the statistics 
must be divided according to wards, businesses (trade and industry), household, 
government, institutional and any other divisions; and 

6.1.2 Performance in all areas against the targets / goals agreed upon in terms of paragraph 5 
of this document. 

6.2 Should the council in the opinion of the Chief Financial Officer not receive income 
equivalent to the income projected in the annual budget as approved by the council, the 
Chief Financial Officer will report this with motivation to the Municipal Manager in terms of 
section 28(2)(a) of the Municipal Finance Management Act as amended. The Municipal 
Manager will concur with the Chief Financial Officer and immediately request that the 
budget be adjusted to realistically attainable income levels (realistic anticipated revenue). 

6.3 The Executive Mayor must report to the council on a quarterly basis as stipulated in 
section 99(c) of the Act. 


7. CUSTOMER CARE POLICY 

7.1 Aim 

To focus on the needs of the consumer in an accountable and pro-active manner, to 
improve the payment of service fees and to establish a positive and cooperative relationship 
between the persons responsible for payment for services and the municipality and, where 
applicable, the service provider. 
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7.3 Metering system 

7.3.1 The municipality must endeavour to, within practical and financial limits provide meters 
for all measurable services to each paying consumer; 

7.3.2 If possible, all meters must be read on a monthly basis. Should the meter not be 

read on a monthly basis, the council will estimate consumption in terms of the council’s 

operational policy; 

7.3.3 Consumers are entitled to submit enquiries with regard to the confirmation of meter 
readings and are entitled to meter readings which is as accurate as can reasonably be 
expected, but can be held liable for the costs thereof; 

7.3.4 Consumers will be informed of the replacement of meters; and 

7.3.5 Where a meter has been installed for a service, but cannot be read due to 
financial or manpower limitations, or due to circumstances outside the control of the 

municipality or its legal agent, and the consumer’s account is calculated on average 
consumption, the account that follows on the reading of metered consumption must reflect the 
difference between actual consumption and average consumption, and the resulting credit-or 
debit adjustments. 


7.4 Accounts and invoices 

7.4.1 Consumers will receive from the municipality an understandable and accurate 
account that consolidates all service fees for the property; 

7.4.2 Accounts will be drawn up in accordance with the meter reading cycle, and payment 
dates will be matched with the date of the invoice; 

7.4.3 Accounts will be sent monthly in cycles of approximately 35 days to the most recent 
postal address and or e-mail address recorded at the municipality or its legal agent; 
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7.4.4 It is the responsibility of the consumer to ensure that his/her postal address, email 
address and other contact details are correct; 

7.4.5 In cases where accounts are not received, the responsibility to pay the account 
timeously resides with the consumer; 

7.4.6 The payment date is reflected on the account and under normal circumstances is as 
follows: 

(a) Monthly accounts are payable before or on the last day of the month; 

(b) Yearly accounts are due payable by 30 September; and 

(c) Accounts of councillors and employees are deducted from their salaries / 
allowances. 

7.4.7 Should an account not be paid in full, no smaller payment offered and accepted will be 
regarded as the final payment of the applicable account; 

7.4.8 Where any payment to the municipality or its legal agent by means of transferable 
instrument is rejected by the bank: 

(a) The municipality or its legal agent may recuperate the average bank costs 
incurred with regard to the rejected transferable instrument from the account of 
the consumer; 

(b) the municipality or its legal agent must regard it as non-payment and services will 
only be reconnected upon receipt of cash or a bank guaranteed cheque; and 

(c) The municipality or its legal agent may insist on cash payment with regard to all 
future accounts. 

7.4.9 The municipality or its legal agent must, where requested and administratively 

possible, issue the consumer with a duplicate account or any acceptable alternative at 

costs determined by the council from time to time. 

7.4.10 If an account is not paid by the due date interest will be charged one month from Billing 
date. Interest will be equivalent to a full month from this date for each month, or part 
thereof that the account is overdue. 
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7.4.11 The municipality supports the principle of a consolidated account and reserve the right to 
disconnect/restrict/block any service with regards to non-payment of the consolidated 
account. 

7.5 Payment facilities and methods 

7.5.1 The municipality must administer and maintain appropriate bank-and cash facilities 
that must be accessible to clients; 

7.5.2 The municipality must at its discretion allocate a payment between service debts - 
a debtor in arrears may not specify that the payment must be used for a specific part of 
his/her account; 

7.5.3 The municipality may, in terms of Section 103 of the Act, with the permission of 

the consumer, approach an employer to implement a debit- or stop order arrangement; and 

7.5.4 The consumer must acknowledge in all consumer agreements that the use of 

consumer agents in the transfer of payments to the municipality will occur at the risk of the 
consumer. This is applicable also to the time of transfer of payment. 

7.5.5 Debtors who pay the account by means of a credit card transaction, and where the value 
of the payment is R 5 000 or more, or an amount as determined by council when 
determining tariffs may be liable for the cost of the transaction as passed on to the 
Municipality by the Financial Institution. 

7.6 Enquiries, appeals and service complaints 

7.6.1 The council will provide the following within its financial and administrative 

capacity: 

(a) a centralised complaints-/feedback office; 

(b) a centralised database for complaints, that will make it easier to coordinate and 
solve complaints, and to communicate more effectively with clients; 
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(c) appropriate training for officials that deals directly with the public in order to 
improve communication and service delivery; and 

(d) a communication mechanism to inform the council with regard to the 
implementation of the Policy with regard to Customer Care, Credit Control and 
Debt Collection, as well as other matters. 

7.6.2 If a consumer is convinced that his/her account is not accurate, he/she can request that 
the applicable account be investigated (dispute as per 7.7.4) and, where applicable, the 
necessary corrections be made; 

7.6.3 The debtor must in the meantime pay an average based on the previous 3 month’s 

consumption if the history of the account is available. Should this history not be 

available, the debtor must pay, without infringing his/her rights, an estimated amount 
provided by the municipality before the payment date until the case is resolved; 


7.6.4 Customers can dispute the municipal account. In order for a dispute to be registered with* ( Formatted: Justified 
the Municipality, the following procedures must be followed - by the debtor: 

(a) The dispute must be submitted in writing or dictated to the official who will record it in 
writing and have it signed as correct. The document must then immediately be 
lodged with the relevant authorised official; 

(b) No dispute will be registered verbally whether in person or over the telephone; 

(c) The debtor must furnish full personal particulars including all their account numbers 
held with the Municipality, direct contact telephone numbers, fax numbers, postal 
and e-mail addresses and any other relevant particulars required by the Municipality; 

(d) The full nature of the dispute must be described in the correspondence referred to 
the above; and 

(e) The onus will be on the debtor to ensure that he receives a written 
acknowledgement of the dispute. 
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I: Justified 


(a) All disputes received are to be recorded in a register kept for that purpose. The 
following information should be entered into this register, namely debtors account 
number; debtors name; debtors address; full particulars of the dispute; name of the 
official to whom the dispute is given to investigate and resolve; actions that have, or 
were, taken to resolve the dispute; signature of the controlling official; 

(b) An authorised controlling official will keep custody of the register and conduct a daily 
or weekly check or follow-up on all disputes as yet unresolved; and 

(c) A written acknowledgement of receipt of the dispute must be provided to the debtor. 

* ( Formatted: Justified 


The following provisions apply to the consideration of disputes: 

(a) All disputes must be concluded by the Chief Finance Officer; 

(b) The Chief Finance Officer’s decision is final and will result in the immediate 
implementation of any debt collection and credit control measures provided after the 
debtor is provided with the outcome of the dispute; and 

(c) The same debt will not again be defined as a dispute and will not be reconsidered as 
the subject of a dispute. 

7.6.5 Lessors that fail to pay such agreed upon interim payments will be subject and part 
of the normal credit control and debt collection procedures; 

7.6.6 A consumer may appeal against the finding of the municipality or its legal agent in 

terms of sub-paragraph 7.7.4; and 

7.6.7 An appeal and request in terms of sub-paragraph 7.7.6 must within twenty one 
(21) days after notification of the findings mentioned in sub-paragraph 7.6.4 be addressed to 
and submitted at the municipality and must: 
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(a) set out the grounds for the appeal; and 

(b) Be accompanied of any security determined for the testing of the metering 
device, if applicable. 


7.7 Customer support programmes 

7.7.1 Water leakages:- 

(a) If the leakage is at the consumer’s side of the meter, the consumer will be 
responsible for payment of the full account; 

(b) Upon submission of sufficient proof of repair costs or sworn written affidavit 
regarding the repair/ repair cost the municipality will provide relief under its water 
leak policy and 

(c) It is the responsibility of the client to control and monitor his/her consumption. 

7.7.2 Tax rebates:- Governed by the Rates Policy 

(a) The municipal council may grant on an annual basis rebates to categories of rate 
payers in accordance with the tax policy and regulations of the municipality; and 

(b) Tax rebates will be subject to criteria as determined by the council from time to 
time. 

7.7.3 Arrangements for payment (Annexure C) 

(a) If required, consumers in arrears must agree to change to pre-paid meters at the 
cost of Council. 

(i) The total in arrears are added to the account and an agreement is 
arranged; or 
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(ii) the total in arrears can be placed on the pre-paid meter and paid back at 
a rate of 50% of purchases as electricity is purchased until the account is 
paid in full; and 

(b) The council reserves the right to increase the required deposit / security of 
debtors that opt to make arrangements with the municipality. 

7.7.4 Property Rates and Services in instalments:- 

(a) Property Rates and services must be paid in twelve (12) even instalments, with 
no interest charges thereon, with the understanding that no tax pertaining to the 
previous period is outstanding and that all payments be fully paid at the date that 
precedes the following tax cycle; and 


7.8 Subsidies for indigent consumers (should be read in conjunction with the Indigent 
Policy- (Annexure B) 

7.8.1 A basic level of services will be provided to qualifying households with a total gross 
income which is less than a predetermined amount and meet specific criteria determined by 
the council from time to time; 

7.8.2 Subsidies to indigent consumers will be financed from the equitable share 

contribution from National Government and for which provision is made in the 

municipal budget; 

7.8.3 The subsidised services are electricity, sewerage removal, refuse removal and water; 

7.8.4 If a consumer’s consumption or use of a municipal service is less than the subsidised 

service, the unused portion may not be accrued to the consumer and will it not entitle the 
consumer to cash or a rebate with regard to the unused portion; 

7.8.5 If a consumer’s consumption or use of a municipal service exceeds the subsidised* 
service, the consumer will be liable to pay for the amount in excess at an appropriate rate; 
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7.8.6 The consumption of all consumers who qualify for an indigent subsidy will be limited to 
prevent further escalation of debt; 

7.8.7 If applicable, indigent households will be exempted of a portion of their debts; 

7.8.8 Where the account of a consumer that qualifies for an indigent subsidy is paid in full or 
pays the account in full on a regular basis at the time of application, the limitation on 
consumption may be lifted; 

7.9 Additional subsidy categories 

7.9.1 The council may provide certain portions of basic consumption of electricity and water 
free of charge to a consumer (including indigent- and sub-economic users), as 
determined from time to time; 

7.9.2 The council may grant donations to alleviate the tax burden on specific categories of 
consumers, as determined from time to time; 

7.9.3 Rebates may be granted to sports organisations, but services fees must at least cover 
the cost of the service; and 

7.9.4 Rebates may be granted to large scale consumers to encourage them to reside in 

Knysna Municipality, where it will be to the benefit of the community. 

7.10 Consumer categories 

7.10.1 Consumers will be categorised in terms of special classifications that provides for, 
amongst others, the type of business, appropriate tariffs and the risk attached to service delivery. 
Credit control procedures, debt collection and customer care may differ from category to 
category as determined by the Municipal Manager from time to time. 


( Formatted: Font: lOpt 
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7.11 Preferential customer management 

7.11.1 Certain consumers can be classified as preferential consumers by the Municipal 
Manager according to certain criteria, such as the number of properties and volume of 
consumption; and 

7.11.2 A specific municipal official will be tasked to deal with the interests of preferential 
consumers, and will execute such tasks as the check accounts for accuracy, monitoring 
timeous payments, and answering enquiries. 


8. CREDIT CONTROL POLICY 

8.1 Aim 

8.1.1 To establish procedures that will ensure the collection of debt and attainment of 

service delivery targets, as well as to prevent the escalation of bad debts; 

8.1.2 To facilitate the financial support and provision of basic services for the indigent 

consumers in the community; 

8.1.3 To establish measures to encourage timeous payments; and 

8.1.4 To limit risks by means of effective management resources. 

8.2 Service applications and agreements 

8.2.1 The municipality will only enter into service agreements with the owner 
of the property; 

8.2.2 Prior to signing the agreement, the owners and/or the lessee are entitled upon 
request to receive the policy document of the council; 

8.2.3 The owners and/or lessee shall receive a copy of the agreement upon the signing 

thereof; 
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8.2.4 Clients must acknowledge in the agreement that they accept liability, in the 

case of non-payment, for debt collection costs, interest and fines; 

8.2.5 Existing consumers will be requested to sign new agreements as determined by 

the Municipal Manager from time to time; and 

8.2.6 Should a consumer fail to enter into such an agreement with the municipality, or 

to provide security, as defined in sub-paragraph 8.6, the council may: 

(a) Hold the particular consumer liable for all outstanding service debts against the 
property; and/or 

(b) Limit or cut off services. 

(c) With effect from 1 July 2011 new applications for electricity in all consumer 
categories will be connected to a prepaid meter system 

8.3 Right of access to property 

8.3.1 The owner and/or lessee of the property must allow an assigned municipal 

representative access to the property at all reasonable times to read, inspect, install, or repair 
any meter or service connection, and/or disconnect, stop, limit or reconnect any service; 

8.3.2 The owner is responsible for the costs of moving a meter should reasonable 

access not be possible; and 

8.3.3 Should a person fail to adhere to any requirement, the municipality or its legal 
agent may: 

(a) Request such person by means of written notification to, at his/her cost, repair 
access within a specific time frame; and 

(b) Repair access without prior notification and recover the costs incurred from the 
person, if deemed an urgent case. 

* ( Formatted: Line spacing: 1,5 lines 

8.4 Enforcing mechanism 
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8.4.1 Interest can be levied in terms of applicable legislation as a cost on all accounts not 
paid on the due date; and 

8.4.2 The municipality shall have the right to limit or stop services or to implement any other 
debt collection actions due to late or non-payment of accounts with reference to any 
consumer, owner or property. 

8.5 Theft and fraud 

8.5.1 If found that any person (natural or juristic) are illegally connected or reconnected to 
municipal services, or that he/she tampered with any meter, reticulation network or any 
other supply equipment, or delivered any unlawful service associated with the provision 
of municipal services, or stole or damaged any municipal property, he/she shall be 
prosecuted and/or held liable for fines, as determined from time to time; 

8.5.2 The council shall immediately stop the provision of services and/or remove 
services should the abovementioned action be detected; 

8.5.3 The total account due, including fines, estimates of unlawful consumption and 

disconnection-and reconnection fees, as well as increased deposits as determined by the council, 
if applicable, is due and payable immediately and reconnection cannot be approved before 

these amounts are not paid in full; 

8.5.4 The council shall maintain monitoring systems and teams to locate and monitor 

consumers who make themselves guilty of such unlawful action; 

8.5.5 An official case shall be laid at the South African Police Service against both 

vandals and thieves and the council reserves the right to take any other legal action 
against them; and 

8.5.6 Services can be stopped immediately if any person fails to disclose or disclose 

unjust information to the municipality. 

8.6 Selection of clients and security 
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8.6.2 Security deposits, whether in cash or any other security acceptable to the 
municipality, will be taken and may differ according to risk. A minimum deposit will be 
taken in accordance with amounts determined by the council from time to time; 

8.6.3 The municipality may increase deposits at any time at its own discretion; 


8.6.5 The deposit will accrue no interest. 

8.6.6 The deposit amount, less any amount owed to the municipality, shall be paid 

back to the consumer at the termination of the agreement; and 

8.6.7 With effect 1 July 2011 , the municipality will only enter into a municipal service contract 
with the owner. 


8.7 Collection costs 

8.8.1 All costs in respect of legal processes, fines, termination of services, costs and legal 
costs applicable to customer care and credit control, where applicable, must be 
levied against the account of the consumer and must at least reflect the actual 
cost. 


8.8 Pre-paid meter system 

8.9.1 The municipality shall use the pre-paid meter system:- 

(a) To tie the provision of electricity to a pre-paid system as pre-payment for 
electrical units; and 

(b) As a payment with regard to bad debts consisting of accumulated municipal 
taxes and other levies, tariffs and fees with regard to services such as water, 
refuse removal, sanitation and sewerage removal, at a 50:50 ratio. 
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9.1 Aim 

9.1.1 To provide procedures and mechanisms to collect all outstanding amounts 
payable to the municipality flowing from the provision of services and annual levies to ensure the 
financial sustainability and provision of municipal services in the interest of the community. 

9.2 Personal contact 

9.2.1 Personal / telephonic / agent contact 

(a) The council or its legal agent shall endeavour to, within financial limitations, 
personally, electronically or telephonically contact all debtors in arrears to 
encourage payment and to inform them of their arrears status and rights, if 
applicable, to make arrangements, or to apply for an indigent subsidy, as well as 
other related matters, and will provide information as to how and where access to 
such arrangements or subsidies can be obtained; and 

(b) Such contact is not a right to be claimed by debtors - disconnection of services 
and other debt collection measures shall continue in the absence of such contact 
for whichever reason. 

9.3 Service interruption 

9.3.1 The electricity-and water supply and other municipal services of consumers with 

overdue accounts and who did not make arrangements with the municipality in respect thereof 
shall be terminated, limited or disconnected; 

9.3.2 The limitation or disconnection of service can be implemented when the 
municipal account is one (1) day overdue; 

9.3.3 The right is reserved to limit or refuse the sale of electricity or water to consumers with 
overdue taxes or other municipal levies; 


Policy Title: Knysna Mun i c i pa li ty Credit Control & Debt Collection Policy 
Status: R e p l ac i ng curr e nt e x i st i ng po li cy 








P a g e 1 28 

Pag e 2 of 53 

9.3.4 Services shall be reconnected as soon as it is reasonably possible after payment of 
amounts in arrears, including the additional levies in terms of paragraphs 9.3.5, or the 
finalisation of agreements for instalment payments; 

9.3.5 The costs of limitation and disconnection, as well as reconnection, shall be 

determined by the tariffs approved by the council and shall be payable by the consumer; and 

9.3.6 The deposit of the defaulter shall be adjusted in accordance with the applicable 
council policy (refer to Annexure C). 

9.4 Legal process (Annexure B) 

(Use of attorneys / Use of credit bureaus) 

9.4.1 The municipality can, when a debtor falls into arrears, start legal proceedings 

against such debtor, which process can include summonses, court hearings, judgments, 
attachment orders, and, as a last resort, sale of property in execution; 

9.4.2 The municipality shall exercise strict control over this process to ensure the 

accuracy and legality thereof and shall expect regular reports from the staff responsible for 
the process or from outside parties, whether attorneys or collection agents appointed by the 
council; 

9.4.3 The municipality shall agree upon procedures and codes of conduct with such 

outside parties; 

9.4.4 Attachment orders, in the case of employed consumers, are preferred above sales in 

execution, although both form part of the municipality’s debt collection procedures; 

9.4.5 All steps in the credit control procedure shall be recorded for municipal record purposes 
and for information to the consumer; 

9.4.6 All legal costs pertaining to handed over accounts for legal action is for the account of 
the consumer and no penalties/interest will be levied on handed over accounts; 

9.4.7 Individual debtor accounts is protected and not the subject of public information. The 
municipality may however furnish information of debtors to credit bureaus by means of 
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credit listing. This disclosure shall occur in writing and the situation shall be 

encapsulated in the municipality’s agreements with its clients; 

9.4.8 The municipality may consider the cost effectiveness of this process and shall 

receive reports regarding applicable matters and in turn report to the Executive Mayoral 
Committee; 

9.4.9 The council can, on recommendation by the Municipal Manager, consider the 

use of agents and innovating debt collection measures. Cost effectiveness, the willingness of 
agents to work according to applicable codes of conduct and the success rate of such agents 
and products shall form part of the agreement the council will enter into with such 

agents or product salespersons; 

9.4.10 Consumers shall be informed about the powers, functions, duties and responsibilities 
of such agents, with due cognisance of their legitimate responsibility to adhere to agreed codes 
of conduct; and 

9.4.11 Any agreement entered into with an agent or product sales person must include 

a clause that stipulates that violation of the code of conduct by the agent or product sales 
person shall cause the agreement to be terminated. 

9.5 Rates clearance 


9.5.1 When an owner of a property sells the property a rates clearance must be obtained frorrh ( Formatted: Tab stops: Not at i,27~crn 
Council by the conveyancing attorney in terms of section 118 of the Municipal Systems 

Act, No. 32 of 2000. and 

9.5.2 An amount equal to 4 (four) months service- and basic charges will be collected in 
advance as part of the Rates Clearance process. 

9.6 Withdrawal of claims 

9.6.1 The Municipal Manager must ensure that all avenues are exhausted to collect 

the municipality’s outstanding debts; 

9.6.2 There are circumstances, as provided for in section 109 (2) of the Act, under which 
debt collection procedures can be withdrawn, such as: 
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9.6.3 


10 . 


(a) the insolvency of the debtor, where the estate does not have sufficient funds; 

(b) a balance that is, in comparison with collection cost, too small to collect; and 

(c) where the council is of the opinion that a debtor or group of debtors are not in a 
position to pay for the services; and 

The municipality shall in such cases keep an audit trail of the reasons why the 
outstanding debts are written off. 

SHORT TITLE 


This policy shall be named the Credit Control - and Debt Collection Policy of Knysna 
Local Municipality. 
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ANNEXUREA 


{ Formatted: Justified 


PERFORMANCE MEASUREMENT 

1. Revenue collection target 

1.1 Payment levels of current accounts: 

Increase the payment level with 3% every 12 months up to 95% ofall consumers that 
can afford payment. 

2. Customer care targets 

2.1 Response time on customer enquiries: 

First response must occur within ten (10) working days. 

2.2 Date on which first account will be delivered to new consumers: 

At the second account cycle following the date of application or occupation, 

whichever occurred last. 

2.3 Reconnection time frame: 

Within twenty four (24) hours after an appropriate payment agreement is made. 

2.4 Meter reading cycle: 

95% of all meters must be read on a monthly basis with a maximum of four (4) 

successive months’ estimates. 

2.5 Repair of meters: 

Within one (1) month after notification of the faulty meter is received. 

3. Administrative targets 

3.1 Cost effectiveness of debt collection: 

(a) Costs of debt collection may not exceed the total capital debt (in duplum rule); 

(b) Collection costs must be recovered from consumers in arrears; and 
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(c) The total cost of debt collection must be recovered by means of appropriate 
credit control tariffs. 

3.2 Enquiries and complaint periods: 

Enquiries and complaints must be dealt with within forty five ( 45 ) days, subject to the 
implementation of a help desk and an electronic system to record enquiries and 
complaints. 

3.3 Enforceability relationships: 

95% of the total consumers in arrears must be successfully contacted or 
disconnected within a period of 12 months. 


ANNEXURE B * ( Formatted: Justified, Indent: Left: 0 cm, First line: 0 cm ) 

* [ Formatted: Justified ) 

CUSTOMER CARE AND DEBT COLLECTION 

1. Encouragement measures 

As determined by Council from time to time. 

2. Indigent subsidy 

The State’s annual contribution towards relief of service accounts of persons who qualify 
are handled as follows: 

2.1 Applications will remain indigent until such time that the applicant informs the 
municipality of a change in status, provided that the municipality may verify the Indigent 
status at any time. 

2.2 Application forms not completed in full or missing documentation shall be 
rejected; 
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2.3 Subject to the maximum income threshold prescribed by the State, the quarterly portion 
of the State’s grant and for which the council have made provision in its budget, shall be 
divided pro rata between qualifying applicants for as long as such grants will be made; 

2.4 A committee composed of councillors, the Municipal Manager and Chief 
Financial Officer, in their capacity as accountable and accounting officials of the 

council, shall calculate the division in 2.3 above for approval by the council; 

2.5 Tariffs of qualifying applicants are reduced monthly with the subsidies calculated in 2.4 
above; and 

2.6 Councillors must encourage rate payers/consumers in their respective wards to apply 
for participation in the indigent subsidy scheme. 

3. Debt collection 

3.1 Annual accounts: If accounts remain unpaid after becoming due and 

payable, owner/consumer will be credit listed and notice will be served that if the 
owner/consumer does not settle the amount due within fourteen (14) days, such 

account will be handed over to the municipality’s attorneys for collection. If the 

debtor fails to pay the monthly account on the due date the monthly status will 
automatically be converted to annually for future financial years. 

3.2 The Municipality supports the principle of a consolidated account and reserve the right to 
disconnect/restrict/block any service with regards to non-payment of the consolidated 
account. 

3.3 Accounts of which the instalments for annual services are paid on a monthly basis, and 
which became due and payable in terms of paragraph 7.7.4 (a) of the council’s Policy, 
must receive notice to settle the amount due within fourteen (14) days. 

3.4 Should no response be received on the notices such accounts will immediately be 
handed over to the attorneys for collection; 

3.5 All debtors with regard to rental houses, sale schemes and self-build schemes where 
the houses are still registered in the name of the municipality, must be notified in writing 
that, should satisfactory arrangements for the transfer of the applicable property into 
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his/her name or arrangements for the outstanding debt not be made within one 

(1) month, such property will be sold by means of public auction; 

3.6 When accounts are handed over for collection, particulars of debtors’ employers and 
addresses must as far as possible be furnished to the attorneys with due regard for attachment 
orders; 

3.7 Attorneys must report to the council on a monthly basis with regard to progress made 
and the cost factor of each debtor; 

3.8 Attorneys must pay money collected to the council on a monthly basis; and 

3.9 The movable and immovable assets of debtors in arrears exceeding R 5 000 and who do 

not adhere to their arrangements with the attorneys must, as a last resort, if all efforts 
to collect debts have failed, be referred to Council if sold in execution. 


3.10 The credit listing and hand over of accounts must be considered if: 

(a) No other debt collection alternatives are available or exhausted (hand over as last 
resort; 

(b) Cost effective; and 

(c) Valuation of the property is higher than the cut off as determined by council from 
time to time. 
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ANNEXURE C * ( Formatted: Justified ] 

ARRANGEMENTS FOR PAYMENT 

1. Entering into agreement 

(a) If a consumer cannot pay his/her municipal account, the municipality can 

enter into an agreement the consumer must: 


( Formatted: Indent: Left: 0 cm 


2. Arrangements that can be made 

2.1 Household consumers according to gross monthly income: 

2.1.1 Arrangements 

2.1.1.1A resident who encounters problems in paying the municipal account may enter 
into an agreement to pay the outstanding account, plus interest, over an 
extended period of time. 

2.1.2 Responsibility of residents in regard to arrangements 

The resident must: 

2.1.2.1 Enter into an agreement with the Municipality and 

2.1.2.2 Sign an acknowledgement of debt. 

2.1.2.3 Acknowledge that interest will be charged at the prescribed rate. 

2.1.2.4 Acknowledge that if the arrangements being negotiated are later defaulted on, 

then restrictions on water supply and/or the disconnection of electricity 
and/or the prevention of purchasing electricity or water on the 
Prepayment System will follow immediately, to be followed if necessary 
by legal proceedings. 

2.1.2.5 Acknowledge liability for all legal costs which may be incurred. 

2.1.3 Customers will be categorised into income categories which are subject to 
the amendment of Council on an annual basis: 

2.1.3.1 Indigent (Gross household income of less than R4300 per month). 
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2.1.3.2 Gross household income exceeds R4300.00 per month 

2.1.3.3 Non domestic (excludes Governmental Departments) 

2.1.3.4 Government Departments 

2.1 .4 Arrangements by indigent customers 

2.1.4.1 Indigent customers will have their credit electricity meters converted to a 20 amp 

circuit breaker at Council expense. 

2.1.4.2 Any arrangement for the payment of debt will be as determined for the payment 

of arrears on the prepayment system. 

2.1.4.3 Any application for further assistance must be made in terms of Council Policy. 

2.1.5 Arrangements by non- indigent customers 

2.2.6 Arranqement bv non indiqent customers 

2.2.6.1 An arranqement bv non indiqent customers must include 

the followinq: 

Payment of the current monthly account. 

Payment of arrears for the current financial year over a 
maximum period of 12 months within the current financial 
year. 

* ( Formatted: Line spacing: 1,5 lines 

Payment of arrears, being the amount outstanding for the 
previous financial year, as follows: 

* ( Formatted: Line spacing: 1,5 lines 

Income group less than R5 000 - over a maximum period of 
36 months 

Income group R5 000 and more - over a maximum period of 
24 months 

All arrangements will be converted from annual rates 
account to monthly payments excluding municipal officials 
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where the provisions of Section 10 of Schedule 2 of the 
Municipal Systems Act will apply with regards to arrears for a 
period longer than 3 months, whereby the Municipality may 
deduct the arrears from a staff member’s salary. 

2.2.6.2 Domestic customer with arrangements or upon a 3 times default 
must have their credit electricity meters converted to prepayment 
electricity meters on request/at the cost of Council. 

2.2.6.3 Reduced interest charges or a discount on arrears may at the 
discretion of the Director Financial Services be considered. 

2.2.6.4 No further interest will be levied for entering into a fix term 
agreement for all legal suite accounts and attorney handover. 
Interest will however be added for non-compliance to the terms 
and condition of the fix term agreement. The agreement will on 
a two times default be cancelled an a summons will be issued for 
the total amount plus interest at prime plus 1% outstanding an no 
further agreements will be entered in. 

2.2.6.5 Council employees who are in arrears for longer than three 
months will have their thirteenth cheque offset against the 
outstanding arrear amount in the first instance. 

A reminder of the arrears and if necessary a demand for 
payment will be issued and failure to comply with the demand for 
payment will result in the arrears offset against the thirteenth 
cheque of an employee. 

2.2.6.6 In terms of Section 12A of Schedule 1 of the Municipal Systems 
Act Councillors should not be in arears with their municipal 
account for a period longer than 3 months. Councillors who are 
in arrears will be informed and required to put an arrangement in 
place whilst keeping all current payment up to date. Failure to 
do so may result in the Municipality deducting the arrears from a 
Councillor’s allowance. 

Any agreement in this regard may not exceed the term of office 
of a Councillor. 
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2.2.7 Arranqements bv Businesses 

2.2.7.1 The arranqement for businesses are: 

Current account to be fully maintained 

Balance of the arrears to be paid over a 
period of twelve (12) months. 

Customers with arrangements may have 
their credit electricity meters converted to 

repayment meters on request/at the cost of Council. « ( Formatted: Justified 

A full and final settlement may be negotiated « - ( Formatted: Justified 

with businesses provided that a least 90% of the debt is 
paid on condition that a prepaid electricity meter is 
installed at their own cost where practically possible. 

2.2.8 Debt Arranqment - Prepayment svstem 

2.2.8.1 The prepayment electricity system implemented by 

Council has a debt management facility. There are various 
blocking types, which can be utilised to collect arrear debt as 
follows: 


2.2.81.1 Total Block 

The consumer is blocked from buying electricity due to 
arrear debt and will be unblocked only when:- 

The arrear debt is paid in full, or 

An agreed arrangement has been made to pay 
off the arrear debt with an initial payment of 
R250.00 in order to unblock a customer. 
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2.2.8.1.2 Percentaqe Blockinq 

Each time the consumer makes a purchase a 

percentage of the amount tendered is allocated to arrear 

debt as follows: 

(a) Non-payment of services after 30 days - 20% of the 
electricity purchase will be allocated. 

(b) Non-payment of services after 60 days - 30% of the 
electricity purchase will be allocated. 

* ( Formatted: Line spacing: 1,5 lines 

(c) Non-payment of services after 90 days - 40% of the 
electricity purchase will be allocated. 

* ( Formatted: Line spacing: 1,5 lines 

(d) If after a further 180 days, there are still outstanding 
service amounts, the remaining services debt will be 
handed over for collection and the consumer 
blacklisted. 

* ( Formatted: Line spacing: 1,5 lines 

(e) Indigent, social welfare recipients and pensioners 
will be excluded from the percentage block system. 

* ( Formatted: Line spacing: 1,5 lines 

2.2.8 2 Indiqent Customers . ( Formatted: Justified 


Indigent consumers will be required to pay their current monthly 
account before electricity can be purchased. The monthly 
account is the amount after the indigent subsidy has been 
deducted. 


2.2.8.3 Non-lndiqent Customers 

An arrangement must be made with the customer to pay a 
minimum monthly instalment, which will include monthly chares 
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plus the repayment of arrears within a maximum period of twelve 
(12) months. 


Formatted: Justified 


( Formatted: Font: 10 pt 


(a) 


3. Pre-paid electricitv 

3.1 The installation of an electricity pre-paid meter can be considered on request by the 
municipality as a debt collection mechanism; and 

3.2 The cost of the meter, installation and arrear municipal account to be recovered via the 
auxiliary functionality of the Electricity Pre-paid system as mentioned in 2.2.8 
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CASH, LIABILITY, BORROWING AND INVESTMENT ^ 


POLICY- 


1 . 


INTRODUCTION 


2 . 


1.1„-As the trustee of public funds^ Council is exposed to risks that may arise from debt^ 
raising, investments and associated interest rate management activity. 

1.2_-The purpose of this policy is to ensure that public funds are safeguarded^-and risk 
is reduced to an acceptable level within a regulatory framework. 

1.3_-This policy is required in terms of the provision of the MFMA (Act 56 of 2003). 


REGULATORY FRAMEWORK 


2.1 2A- 


-In terms of the Section 13(2) and 99(2) q of Local Government: Municipah 


Finance Manaqement Act, 2003 (Act No.56 of 2003)” “(The Act)”, the municipalitv 

must establish an appropriate and effective cash manaqement and investment 

policv within a prescribed framework. 


2.2The Minister of Finance published under Government Notice Requlation 308 in * 

Government Gazette 27341 the prescribed framework.^ 

2.3The Knvsna Municipal Council considered and approved the underlvinq policv as * 

its “Cash, Liabilitv, Borrowing and Investment Policv” to which all functionaries of 

the municipalitv and Municipal Entities of Knvsna Municipalitv involved in cash 

manaqement and investments must complv. 


L e gis l at i on ■ 


Mun i cipa l F i nanc e Manag e m e nt Act 56 of 2003 

ulat i ons in t e rms of S e ction 13(1) of th e Act. 


3. 


OBJECTIVES 
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• To comply with the regulatory framework in terms of the relevant 

legislation. 41 

• To manage Council’s investments within its strategic objectives and invest 
surplus cash in liquid and creditworthy approved institutions. 

• To raise appropriate finance, whilst recognizing maturity and interest rates, in 
accordance with budgetary requirements. 

• To manage the overall cash position of Council’s operations. 

In meeting the above objectives, Council is, above all, a risk averse entity and seeks 
to minimise risk within its financial management activities. Interest rate risk, liquidity 
risk and credit risk are risks that Council needs to manage. Accordingly A any activity 
which may be construed as speculative in nature is expressly forbidden. 


RESPONSIBILITY AND ACCOUNTABILITY 

The key responsibilities in terms of the MFMA are: 

Council 

• Approve borrowing during Annual Planning process, in line with the budget and 
IDP. 

• Approve additional new borrowing not determined during the annual planning 
process. 

• - Approve Cash Management Policy. 
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Accounting Officer (Municipal Manager) 

• Opening and closing bank accounts. 

• Formally review the treasury policy at least once every 2 years. 

• Delegate authority to the Accountant: Treasury. 

Director: Finance (CFO) 

• Negotiate borrowing facilities with approved lending institutions. 

• Review bi-annual reports to monitor compliance with policy, procedures and 
risk limits. 

• Recommend amendments to the policy and procedures to Council for 
approval. 

• Overall responsibility for all activities relating to implementation of approved 
policy. 

• Manage Council’s relationship with financial institutions. 

• Determine most appropriate source and terms and conditions of borrowing and 
recommend such to Council for approval. 

Financial Manager: 


Forma 


Forma 

Page, \ 


• Management responsibility for implementing policy relating to borrowing, 
investment and risk management activity. 

Accountant: Treasury 

• Responsible for keeping the Financial Manager informed of significant policy 
activity and market trends. 

• Execute daily cash management, investment, borrowing and risk management 
activities. 

• Arrange all borrowing documentation and prepare authorization resolutions. 

• Produce monthly reports on investment, borrowing and risk management 
activity. 

• Annual review of credit ratings of banks. 

• Ensure all borrowing has been approved by Council. 
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<4 

5. BORROWING POLICY 

The Accounting Officer must put accounting m e asur e s measures in place to ensure^ 
that no unspent portions of loans are utilised for operating purposes. 

For budgeting purposes any difference between proposed capital spending from loans 
and proposed loans raised must be included in the cash surplus for the year, i.e. any 
unspent borrowings at year end must be cash-backed in the ‘Cash backed 
reserves/accumulated surplus reconciliation’. 

Repaying long-term liabilities will impact directly on future tariffs that will be charged to 
consumers. For this reason, Council will give priority to borrowing for revenue- 
generating assets only. Provision for acquiring non-revenue generating assets will be 
made by way of utilising other funding sources. 


Legal Requirements 

It is required that the Municipality comply with the guidelines of Chapter 6 of the MFMA 
with regards to Debt Disclosure as detailed in Sections 46, 47, 48 and 49. This section 
should be read in conjunction with point c) under paraqraph section 4 t 2 5.2. . on paqe 
External borrowings may only be incurred for approved capital programmes and may 
under no circumstances be allocated to fund the Operating Budget. 

Municipal infrastructure has a long-term economic life and it is appropriate to fund 
assets of this nature with long term external borrowing. The economic life of assets 
should be equal to or longer than the tenure of the external borrowing A . 

5.1 General Policy 

Council borrows money by raising loans as it considers appropriate. Council 
approves borrowing by resolution. Projected debt levels are ascertained from 
detailed cash flow forecasts prepared during the Strategic and Annual Planning 
process, in line with the budget and IDP. 

Council raises money for the primary purpose of investment in assets, i.e. 
property, plant or equipment to be used for the purpose of achieving the 
objectives of local government as set out in section 152 of the Constitution of 
South Africa. 

In evaluating new borrowings (in relation to source, term, size and pricing) the 
Director: Finance will take into account the following: 

5.1.1 The size of the loan in relation to the economic life of the project. 

5.1.2 Revenue, if any, flowing from the project. 

5.1.3 The impact of the new debt on total debt and therefore on the 
borrowing limits. 

5.1.4 Relevant margins under terms and conditions of each borrowing 
source. 


Policv Title: CASH, LIABILITY, BORROWING 

AND INVESTMENT MANAGEMENT POLICY 


Page 1 


Forma 


Forma 

Page, \ 


:ed: Indent: Left: 1,27 cm 


:ed: Position: Horizontal: 16,01 cm, Relative to: 
rtical: 1,77 cm, Relativeto: Paragraph 


Formatted: Justified, Space After: 0 pt, Don't adjust space 
between Latin and Asian text, Don't adjust space between 
Asian text and numbers 


Formatted: Font: 10 pt 


Formatted: Font: (Default) Arial, 10 pt 


































Cash, Liability , &Borrowing and Investmcnt Managcmcnt Policy Page 1 7 


5.1.5 Council’s overall debt maturity profile, to avoid 

concentration of debt at re-issue/rollover time. 4 

5.1.6 Prevailing interest rates relative to term for both stock issuance and 
bank borrowing and management’s view of future interest rate 
movements. 

5.1.7 Available terms from banks as well as stock issuance or annuity 
loans. 

5.1.8 Legal documentation and financial covenants. 

5.1.9 Impact on the relevant tariffs (in case of specific assets) or property 
rates in case of general assets. 

5.2 Debt Limits « 

[in managing debt, Council will adhere to the following limits (based on 
Council’s latest core financial statements as well as MFMA Circular 71):[ 

5.2.1 Capital Cost (Interest Paid and Redemption) as a % of Total Operatinq 

Expenditure not to exceed f8%1, and 

5.2.2 Debt (Total Borrowinqs) / Revenue not to exceed [40%1. 

5.2.3 Cash from operatinq activities covers the annual loan reoavments at least 

1 time 

5.2.1 t Th e max i mum le v el of a ll l onq l onq - t e rm e xt e rna l d e bt w ill not e xc ee d 
25% of tota l carry i ng va l u e of non - curr e nt ass e ts. 

§t2t 2— Th e gross i nt e r e st and r e d e mpt i on e xp e ns e of a ll e xt e rna l l ong - t e rm 

borrow i ng w ill not e xc ee d 15% of tota l own r e v e nu e as r e f le ct e d i n th e 

Stat e m e nt of F i nanc i a l P e rformanc e . 


5.3 Liquidity and Credit Risk Management « 

Council’s ability to readily raise cost effective borrowing depends on its ability to 
maintain a strong balance sheet as well as its ability to generate property rates 
income, manage its image in the money and capital markets and its relationships 
with bankers. 

Council needs to ensure funds are available for repayment of debt; that 
maturities of investments and debt are matched through rolling cash flow 
forecasts; that investments are maintained in liquid assets and that funds are 
available through committed and/or uncommitted bank facilities. 

5.4 Security 

As a general principle, Council will not offer assets or special rates as security 
for general borrowing programs, how e v e r: - however: - 

In the event of the lending institutions stipulating a requirement, Council may 
approve security by way of: 

5.4.1 Charging a deemed rate or percentage of rates and/or service 
revenue; or 

- 
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◄ 

5.4.2 In special circumstances levy a charge over one or more of the 
Council’s assets; or 

5.4.3 Offer the project to be funded by the loan(s) as security for the^ 

loan(s). 

5.5 Repayment 

The Council will repay the capital and interest of each loan from the budget 
allocated to that particular loan. 

5.6 _— Contingent Liabilities 

Council may from time to time, provide financial guarantees within its legal 
capacity. Management will ensure that the business plan of the guaranteed party 
furthers the strategic objectives of Council and that financial statements are 
received on a regular basis. Before granting a quarant ee quarantee, Council 
will secure collateral guarantees from the organization members. 

These actions to be guided by S50 of the MFMA. 

5.7 Foreign Currency Borrowing 

Council may not raise loans in a foreign currency. 


INVESTMENT 

6.1 Jnvestment Manaqement « 

6.1.1 t The Accountinq Officer, or his/her dulv authorised deleqate, is 

responsible for the administration of all investment procedures and 

must take all reasonable steps to ensure investments are beinq 

manaqed in accordance with any auditinq requirements as well as any 

leqal requirements includinq as prescribed in the Local Government: 

Municipal Finance Manaqement Act, 2003 and in particular Section 13 

of the Act. 

6.1.2 The Accountinq Officer mav deleqate the duties attached to* 

investments as per section 10 of this policv. 


■ 


6.1.3 


In order to ensure that the Accountinq Qfficer or any person deleqated * 

in terms of section 10 of this policv complies with this policv in terms 

of investments and to capacitate the municipalitv further, the 

Accountinq Officer mav contract an Investment Manaqer who is a 

natural person or leqal entitv that is a portfolio manaqer reqistered in 

terms of the Financial Markets Control Act (Act No. 55 of 1989) and 

Stock Exchanqes Control Act (Act No. 1 of 1985). The Investment 

Manaqer must advise the Accountinq Officer or deleqated officials on 

investments and mav manaqe investments on the municipality’s 

behalf, subiect to anv conditions and controls the Accountinq Officer 

mav determine, examples this investment and cash manaqement 

policv. 


6.2 Jnvestment Ethics 

6.2.1 ^AII functionaries in the investment manaqement process must act with 

fidelitv, honestv, inteqritv and in the best interest of the municipalitv 

and must seek, within the spheres of influence of the functionaries, to 

prevent anv preiudice to the investments of the municipalitv. 
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◄. 

6.2.2 No functionaries in the investment manaqement process mav use their 

position or privileqes ot or confidential information obtained 
as, functionarv in the process for personal qain or to 4 

improperlv benefit another person. Interest rates quoted bv one 

institution should never be disclosed to another institution durinq the 

quotation processes. Rates mav onlv be disclosed after the investment 

was finalised and bankinq confirmation of the investment was 

received. 

6.2.3 No person contracted bv the municipalitv for the purpose of 

investments or no person submitting quotes, bids or any other means 

of competitive submissions mav, either directlv or throuqh a 

representative or intermediarv promise, offer or qrant anv reward, qift, 

sponsorships, loan, bursarv, favour or hospitalitv as a Js ribe to^ 

a) anv official, spouse or close familv member of such official om 

spouse;and 

b) any councillor, spouse or close family member of such councillor or 

spouse. 

6.2.4 The Accountinq Officer must promptlv report to the Mavor and National 

Treasurv anv alleqed contravention of the above and mav make 

recommendations as to whether the alleqed offendinq partv should be 

listed on the National Treasurv’s database of persons prohibited from 

doinq business with the public sector. Any such report bv the 

Accountinq Officer must qive full details of the alleqed breach and a 

written response from the alleqed offendinq partv, as well as proof that 

the alleqed offendinq partv received the alleqations in writinq and were 

qiven at least 7 (seven) workinq davs to respond, in writinq, to the 

alleqations. 

6.2.5 Anv sponsorship promised, offered or qranted to the municipalitv must 

promptlv be disclosed to the National Treasurv. 


Forma 


or bv .the. 


6.2.6 Investments bv Jhe A municipalitv or municipal enjitv^, 

investment manaqer on behalf of t the t municipalitv: 


a) a)—Must be made with such iudqment and care, under the* 

prevailinq circumstances, as a person of prudence, discretion and 

intelliqence would exercise in the manaqement of that person’s 

own affairs; , 

A 

b) k)-Mav not be made for speculation but for investment; and^ 

c) e)-Must in the first instance be made with primarv reqard beinq to + 

the probable safetv of the investment, the second instance to the 

liquiditv needs of the municipalitv or entitv and lastlv to the 

probable income derived from the investment. 


6.2.7 


The Municipality’s current cash position or projected future cash flows 

shall not, ± a s a rul , be discussed with or disclosed to investees. 


6.3 Jnvestment Obiectives 

6.3.1 .Obiective 1 - Securitv 


Policv Title: CASH, LIABILITY, BORROWING 

AND INVESTMENT MANAGEMENT POLICY 


t The first and foremost obiective for investments is the preservation and * 

safetv of the principal amount invested. It is a requirement that 

investments mav onlv be made with institutions with a national credit 

- worthv Moodv’s ratinq of P-3 and hiqher for short term investments 

(0-12 months) and Moodv’s Baa3 and hiqher for lonq term 

investments (more than 12 months). Any investments made must be 
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◄. 

liquidated if an institution’s credit- worthy ratinq falls below the level of 

Pof P-3 for short term and Baa3 for lonq term. Only when a qeneral 
down qradinq of institutions is performed bv Moodv’s, the « 

Accountinq Officer on recommendation of the Chief Financial 
Officer mav allow a lesser favourable qradinq that is still acceptable 

accordinq to their manaqement iudqement. In the case of a qeneral 

upqradinq of institutions, the above-mentioned ratinqs will be adiusted 

upwards in line with the above ratinqs and the upqrade. 


6.3.2 Obiective 2 - Liquiditv 

t The cash flow budqet must be used as an instrument in determininq - 

liquiditv needs. Other factors such as the payment runs for trade 

pavables cr e ditors , dates for salary and statutory payments and dates 

for debtdeki repavments must also be brouqht into account to ensure 

cash requirements, and resultant investment periods, are beinq 

calculated to such an extent that maximum vield on surplus cash can 

be obtained. 


6.3.3 Obiective 3 — Yield 

Jt is necessarv to ensure optimal vield on the municipality’s * 

investments, but a hiqher vield should never increase thee-risk of 

preservation and safetv of the principal amount-invested or not 

meetinq cash flow requirements. Where an institution has a sudden 

increase above the averaqe market increase in investment returns, the 

Accountinq Officer, or his/her duly authorised deleqate, must 

determine whether the institution is in liquiditv or financial problems, 

and in such an instance liquidate the investments with such an 

institution as soon as possible. 


6.4 Types of Investment Accounts 


6.4.1 The followinq cash 

established: 

a) General surplus cash; 

b) Capital replacement reserve fund; 

c) Accumulated leave fund; 

a)- Trust funds where a trust deed exist; 

d) 


backed investment accounts should be 


fe)- e)-“Allocation “funds as described in Section 1 of the Locah 

Government: Municipal Finance Manaqement Act 2003, but 

excludes the equitable share; t 




e)- 


oL 


- eh-Sinkinq funds, if applicable; 

t quarantee reserve fund, if applicable; 


e)- f)-Post-retirement benefits funds - current portion; 


q) S el f - i nsuranc e r e s e rv e , if applicab lei 

h) Flousinq d e v el opm e nt fun ds 


6.4.2 Where a Trust Deed prescribes how the trust monev is to be invested, 

the prescriptions in the Trust Deed will prevail overthis policy. 
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6.4.3 


!t is a general principle, the higher the investment the better the yield, 

and for this purpose the Accountinq Officer, or his/her duly 
authorised deleqate, should combine as much cash as possible, * 
and invest it as one investment. Yield should then be allocated 
accordinq to the capital of the individual cash - backed funds, throuqh 

the Statement of Financial Performance. 


6.5 ftpproved Investments , 

6.5.1 Investments should be structured accordinq to the best vield available 

and the liquiditv needs of the municipalitv. This can include Call 

Deposits, Fixed Term Deposits and Endowment Policies for the 

purpose of Sinkinq Funds only. Sinking funds must be created for the 

purpose of bullet payment loans and to provide for future commitments 

such as buildinq enouqh cash to be able to cover post-retirement 

benefits in full. 

6.6 Qualifvinq Institutions « 

6.6.1 It is of utmost importance that the investments onlv be placed with 

credit-worthv institutions with a national Moodv’s credit ratinq of P-3 

and hiqher for short term (0 -12 months) credit ratinqs and Moodv’s 

Baa3 and hiqher for lonq term (more than 12 months) credit ratinqs, if 

any qeneral down qradinq of institutions is performed bv Moodv’s, the 

Accountinq Officer on recommendation of the Chief Financial Officer 

mav allow a lesser favourable qradinq that is still acceptable accordinq 

to their manaqement iudqement. 

◄ 

6.6.2 Moodv’s and or CA ratinqs to be obtained for preferred investment 

institution before a financial institution mav be considered for investinq 

funds. 

6.6.3 Ratinqs must be updated before an investment is made or when there 

has been structural chanqe in the market or at the particular institution. 

6.6.4 The optimal combination of the most favourable rated institution and 

the institution offerinq the best returns for the investment souqht, 

should be the determininq factor when choosinq the institution. 


6.6.5 The followinq investments are permitted: 

a) a^-Securities issued bv National Government; « 

<- 

b) k)-Listed corporate bonds with an investment qrade ratinq from a < 

nationallv or an internationallv recoqnized credit ratinq aqencv; 

◄ 

c) o)-Deposits with banks reqistered in terms of the Banks Act, 1990 

(Act 94 of 1990); 

d) ch—Deposits with the Public Investment Commissioners as * 

Contemplated bvthe Public Investment Commissioners Act, 1984 

(Act 45 of 1984); 

e) e)—Deposits with the Corporation for Public Deposits as * 

contemplated bv the Corporation for Public Deposits Act. 1984 (Act 

46 of 1984); 
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◄. 

f) fl-Banker’s acceptance certificates or negotiable certificates oH 

deposit of banks reqistered in terms of the Banks Act, 1990 (Act 
94 of 1990); 

q) q )—Guaranteed endowment policies with the intention oK 

establishinq a sinkinq fund; 

h) hp-Reourchase aqreements with banks reqistered in terms of the -> 

Banks Act, 1990 (Act 94 of 1990); Municipal Bonds issued bv the 

municipalitv; or 

i) h-Anv other as miqht be approved bv the Minister of Finance. « 


6.7 Jnvestment Diversification 

A 

6.7.1 Without limitinq the Accountinq Officer, or his/her dulv authorised 

deleqate, to anv specific amount or percentaqe of investments, it is 

herebv established that investments made bv the municioalitv should 

be diversified as much as possible between different institutions, 

maturitv dates and tvoes, but nothinq prevents the Accountinq Officer, 

or his/her duly authorised deleqate, from investinq more cash with an 

institution than bv another institution with due reqards to the standard 

of care and obiectives set in this policy. Not more than 4 0% of the total 
investments should be invested with one institution. 
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◄ 

6.8.2 In establishinq where investments must be made, written quotations 

must be obtained bv the Accountinq Officer, or his/her duly 
authorised deleqate from qualifyinq institutions. The 4 

Accountinq Officer mav not divulqe interest rates to other 
institutions durinq the quotation process. If Investments Manaqers use 

treasurv desks for the purpose of obtaininq quotations, the quotations, 

with a written reason whv a specific institution was chosen if the vield 

is lower than that of another institution, must be forwarded to the 

Accountinq Officer or his/her duly authorised deleqate, who must 

evaluate the reasons and issue such instructions as deemed 

necessary. 

6.8.3 Before placinq funds externallv, consideration must be qiven to 

whether the funds cannot be utilised at an equivalent rate to substitute 

short-term external borrowinq, as there is normallv a marqin between 

the rate at which local authorities can borrow funds and the rate at 

which investments can be made over similar periods. 

6.8.4 Where funds are held in current account, it is possible and qood 

practice to neqotiate deposits at more beneficial rates, e.q. call 

deposits. 

6.8.5 These rates can normallv be bettered bv fixed terms investments. The 

overridinq principle is that funds in the current account must be kept to 

the absolute minimum. 

6.8.6 If the vields quoted is the same for more than one institution, the 

Accountinq Qfficer, or his/her dulv authorised deleqate, has the 

authoritv to decide where the investment should be made, takinq into 

consideration the diversification of investments. 


6.9 Call and Fixed Deposit Procedures. 

◄ 

6.9.1 Quotations should be invited from all approved financial institutions for 

the term for which the investment is to be placed. In the event of one 

of the financial institutions offerinq a more beneficial rate for an 

alternative term, all the institutions invited to quote should be 

approached for their rates on the same alternative term. 

6.9.2 It is acceptable to obtain telephonic quotations that should be 

confirmed bv fax or e-mail, as in most instances, rates can chanqe 

quite reqularlv on a dailv basis and time is of the essence when placinq 

funds. 

6.9.3 The person responsible for callinq for quotations from institutions 

should not mention the name of the institution, the person who has 

qiven the telephonic quote, and the terms and interest applicable, e.q. 

whether interest is pavable monthlv or on maturitv. Written 

confirmation of the quote accepted should be obtained. 


6.9.4 


Havinq obtained the necessarv quotations, the decision needs to be 

made reqardinq the best vield offered and the institution with whom 

the investment is to be placed. With due reqard to the investment 

principles, it is customary to accept the best offer made (but subiect to 

section- 6 6 of this policv on investment diversification) and no further 
neqotiations are to be entered into with anv of the persons who have 

tendered their investment rates and terms in an effort to trv and push 

up one aqainst the other. 
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◄. 

8.9.5 Having been invited to quote on a particular packaqe, institutions 

should be advised that thev must offer their best rate when thev 
respond and that no further neqotiation or discussion will be * 

entered into. 

6.9.6 The above procedure should be followed in respect of placinq surolus 

cash on a fixed investment or on a call basis. 

6.9.7 As a standard practice investment are only made directly with the 

Banks and not throuqh intermediaries. The Accountinq Officer, or 

his/her duly authorised deleqate, need first to approve any deviation 

from the standard practice subiect to the principles set in section 8.9.8 

and 8.9.9 which must be complied with. 

6.9.8 Certain aqents indicate that thev can obtain quotations and act on the 

investors behalf with the various institutions, in order to obtain the best 

rate. In the event of use beinq made of an aqent, this should not be 

the sole quotation received, and the Treasury Section mav still obtain 

independent quotation from financial institutions. Such quotations 

need to adhere to all principles mentioned in this policv. 

In the event of an investment beinq made throuqh an aqent, it is 

essential to ensure that the aqent is reaistered with the Financial 
Service Board of South Africa and that the paper received is an 


6.9.9 


authentic paper issued bv an approved financial institution, and the 

investment payment must only be made to the municipalitv in whose 

name the investment will be made and not to the aqent concerned. 

Anv commission’s pavable to the aqent needs to be declared to the 

municipalitv. 

6.9.10 Qnce a schedule of investment options has been prepared a decision 

should be taken bv the Chief Financial Officer (CFQ) and Deputv Town 

Treasurer or their deleqates on the appropriate institution for 

investment. 


6.9.11 


The necessarv documents for investinq purposes should be completed 

and the investment should be authorised bv two siqnatories, preferablv 

not the same two siqnatories that authorise electronic funds transfer 

for pavment. 


6.9.12 Interest must be accrued accordinq to the principles set out in the 

qeneral recoqnised accountinq practices and receipted timeously 

toqether with anv capital which matures. 

6.9.13 An investment reqister should be maintained, defininq the followinq 

detail: 

a) aTlnvestment per institution; « 

b) k)-lnstitution percentaqe held as a percentaqe of the total municipal 

investment portfolio; 

c) oTType of investment; 

d) dTlnvestment time period / lifespan; 

e) eTAmount invested; 

f) fTlnterest percentaqe receivable on the investment; 

q) cTEnqaqement date; 

h) frTMaturitv date; and 

i) P-Projected interest yield on maturity. 

6.9.14 In accordance with the provincial notice on archivinq, investment 

records are to be retained bv the Municipalitv for an indefinite period. 
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Forb i dd e n Act i v i t ies, 

6.12 , Forbidden Activities 

6.12.1 No investments mav be made other than in the name of the 

Municipalitv. 


6.12.2 Monev mav not be borrowed for the purpose of investments. 


6.12.3 No person, includinq officials and councillors, mav interfere or attempt 

to interfere in the manaqement of investments entrusted to the 

Accountinq Qfficer or persons deleqated bv the Accountinq Officer 

includinq with the Investment Manaqers. 

6.12.4 No investments mav be made other than be denominated in Rand and 

which is not indexed to, or affected bv, any fluctuations in the value of 

the Rand aqainst any foreiqn currency. 

6.12.5 The Municipalitv’s current cash position or proiected future cash flows 

shall not, as a qeneral rule. be discussed with or disclosed to 

investees. 


6.13 fieportinq^ 


6.13.1 The Accountinq Officer, or his/her dulv authorised deleqate, must, in 

addition to the reportinq in section 6.11 above, within 10 workinq davs 

of the end of each month submit to the Mavor a report describinq in 

detail the investment portfolio of the municipality as at the end of the 

month. 

6.13.2 The report referred to above must contain at least a statement, 

prepared in compliance with Generallv Recoqnised Accountinq 

Practice (GRAP), as amended from time to time, that qives the: 

a) Beqinninq market value of each investment for the month; 

b) Additions and chanqes to the investment portfolio for the month; 

c) Endinq market value of each investment for the month; and 

d) Fullv accrued interest/vield for the month. 

- The Accountinq officer, or his/her dulv authorised deleqate, in makinq 

investments, must remind the relevant institutions of the institutions’ 

leqal reportinq responsibilities in terms of Sections 13 (3) and 13 (4) of 

the Local Government: Municipal Finance Manaqement Act, 2003. 

6.13.3 
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CASH MANAGEMENT POLICY 
7.1 General Policy 

It is recognised that A from time to time, Council has both cash flow surpluses and 
borrowing requirements due to daily receipts and payments. 

Council maintains a weekly cash position summary and a yearly cash flow 
projection is prepared during the annual planning process and is updated 
monthly. This determines Council’s borrowing requirements and surpluses for 
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◄ 

investment. Cash invested “outside” the bank account is covered by section 6 
of this policy. 

7.2 Bank Account 

Council operates one primary bank account and the following secondary 
accounts for its day to day operational activity requirements: 

• Cash account - day to day cash activities; 

• Vat account - VAT 201 claims received from SARS; 

• Revenue account - traffic fines paid to the municipality which are cleared 
regularly to the primary account. 

All monies due to Council and due by Council emanating from Council activities 
must pass through the primary account. 
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-Any sfrorP short- term facility that requires review must first be 
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PERFORMANCE MEASUREMENT 

Measuring the effectiveness of Council’s treasury activities is achieved through a 
mixture of subjective measures. The predominant subjective measure is the overall 
quality of treasury management information. The Director: Finance has primary 
responsibility for determining this overall quality. Objective measures include:_- 


8.1 Borrowing: 


8.2 


8.1.1 Adherence to policy. 

8.1.2 Unplanned overdraft costs. 

8.1.3 Comparison of actual monthly and year to date costs vs budget 
borrowing rate. 

Investments: 

8.2.1 Adherence to policy. 

8.2.2 Timely receipt of interest income. 


REPORTING 
9.1 Reports 
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The Accountinq Officer, or his/her duly authorised deleqate, must, in 

addition to the reportinq in section 6.11 above, within 10 workinq davs 

of the end of each month submit to the Mavor a report describinq in 

detail the investment portfolio of the municipalitv as at the end of the 

month. 
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The report referred to above must contain at least a statement, 

prepared in compliance with Generally Recoqnised 
Accountinq Practice (GRAP), as amended from time to time, that * 
qives the: 


a) Beqinninq market value of each investment for the month; 

b) Additions and chanqes to the investment portfolio for the month; 

c) Endinq market value of each investment for the month; and 

d) Fully accrued interest/yield for the month. 

9t1tT 9.1 .3 The Accountinq officer, or his/her dulv authorised deleqate, in 

makinq investments, must remind the relevant institutions of the 

institutions’ leqal reportinq responsibilities in terms of Sections 13 (3) 

and 13 (4) of the Local Government: Municipal Finance Manaqement 

Act, 2003. 
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10.1 Jhe manaqement of all the cash resources of the municipalitv is the 

; : 

the proper application of this policv, develop an appropriate svstem of 

deleqation that will both maximise administrative and operational efficiencv and 

provide adequate checks and balances in the manaqement of the cash 

resources. 
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- The Chief Financial Officer, as desiqnated in writinq bv the Accountinq Officer, 
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with reqards to this policv and must assist the Accountinq Officer in the 

administration of the cash resources, the bank accounts and the investment 

accounts. The Chief Financial Qfficer mav not sub - deleqate the dutv to assist 

the Accounting Officer in the administration of the municipality’s bank and 

investment accounts. 
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◄. 

Jfhe deleqation to withdraw monev from the municipality’s bank or investment 

accounts mav only be qiven to the Chief Financial Qfficer or any other 
senior financial officer as determined, in writinq, bv the Accountinq Officer 4 
and of which a copy, siqned bv the Accountinq Qfficer, must be kept with the 
official set of deleqations of the municipalitv. 

10.4 The Accountinq Officer mav not deleqate anv power or dutv in the administration 

of the municipality’s cash resources to a political structure or councillor and no 

councillor is allowed to interfere or attempts to interfere in the manaqement of 

the municipalitv’s cash resources. 

10.5 Anv deleqation bv the Accountinq Officer in terms of this policv: 

10.5.1 Must be in writinq; 

10.5.2 Is subiect to any limitations and conditions as the Accountinq Officer 

mav impose; 

10.5.3 Mav either be to a specific individual or to the holder of a specific post 

in the municipalitv and mav not be to a committee of -officials; and 

10.5.4 Does not divest the Accountinq Qfficer of the responsibilitv concerninq 

the exercise of the deleqated power or the performance of the 

deleqated dutv 

10.6 The Accountinq Officer mav confirm. varv or revoke anv decisions taken in 

consequence of a deleqation or sub - deleqation in terms of this policv. but no 

such variation or revocation of a decision mav detract from anv riqhts that mav 

have accrued as a result of the decision. 
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Alter policy 
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Approve principal banker 

Council 

P pen/close bank accounts 

Municipal Manager 

A Cheque signatories 

Municipal Manager 

Approve new borrowing 
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Arrange new loans 

Director: Finance 

JVIanage investments 

Director: Finance 

Jransfers of stock (selling of investments) 

Director: Finance 

A Register new debt issues 

Director: Finance 
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◄. 

o Director: Finance has responsibility for establishing appropriate structures, 
procedures and controls to support borrowing, investment cash 
management and risk management activity. 4 

o All borrowing, investment, cash management and risk management 
activity is undertaken in accordance with approved delegations. 

Cheque / Electronic Banking Signatories 

o Approved by Municipal Manager. 

o Dual signatures are required for all cheques and electronic transfers (at 
least one primary signature). 

o Cheques must be in the name of the counterparty crossed “Not 
Transferable” via the Council bank account except the “Cash” account 
which must always be at minimum levels. 

o No cash cheques may be issued. 

Cash floats may be utilized. The level of the float may not exceed 
R1000 and will be decided upon by the relevant manager in conjunction 
with the Director: Finance. 

Authorised Personnel 

o All counterparties are provided with a list of personnel approved to 
undertake transactions, standard settlement instructions and details of 
personnel able to receive confirmations. 

10.2.2 11.2 Borrowinq / Debt 

In addition to the controls listed under Section 10.2.1 11 , the following controls 

apply to borrowing / debt: 

■ Borrowing / Debt activities are undertaken within the debt limits specified 
in Section 5 of the policy. 

10.2.3 11.3 Investments 

In addition to the controls listed under Section 10.2.1 , the following controls 

apply to investments: 

■ Investment activity is undertaken within limits specified in Section 7 of 
the policy. 

■ All deliverable certificates of investments for example, bank bills are to 
be held in safe custody. 


4^12, Pub li c Part i c i pat i on PUBLIC PARTICIPATION 

All debt (borrowing and/ or leases) and investments exceeding a term of [1] one year 
must be advertised in the local press to promote transparency and the public 
participation process. 
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- 13.1 — This Liability, Investment and Cash Management Policy is the only policy^ 
of the municipality and replaces any past policies in this regard. Any revision of 
this policy must be approved by Council. 
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part of the annual review of policies submitted with the budqet documentation. 

13.3 Whenever the Minister of Finance or the National Treasury or the Auditor- 

General requires chanqes to the policv bv means of leqislation or requests it 

should be reviewed promptly in accordance with such requirements, qivinq full 

details of the reasons for the revision. 


Formatted: Font: (Default) Arial, 10 pt 


( Formatted: Font: 10 pt 


Policv Title: CASH, LIABILITY, BORROWING 

AND INVESTMENT MANAGEMENT POLICY 


Page 1 








































Funding and Reserves Policy 2017/2018 


KNYSNA MUNICIPALITY 



Knysna 

Municipality ♦ Munisipaliteit ♦uMasipala 
INCLUSIVE. INNOVATIVE. INSPIRED. 


FUNDING AND RESERVES POLICY 


2018/2019 


Style Definition: TOC 3: Tab stops: 1,94 cm, Left + 15,23 
cm, Right,Leader: ... 



Formatted: Font: (Default) Arial, 26 pt, Not Italic, English 
(South Africa), Expanded by 0,25 pt, Kern at 14 pt 


( Formatted: Space After: 10 pt, Line spacing: Multiple 1,15 li ) 


Formatted: Font: (Default) Arial, 26 pt, English (South 
Africa), Expanded by 0,25 pt, Kern at 14 pt 

( Formatted: Space After: 10 pt, Line spacing: Multiple 1,15 li j 


( Formatted: Space After: 10 pt, Line spacing: Multiple 1,15 li ) 


Formatted: Font: (Default) Arial, 26 pt, English (South 
Africa), Expanded by 0,25 pt, Kern at 14 pt 


Effective date: 1 Julv 2018 
























INDEX 

1. INTRODUCTION AND OBJECTIVE. 22222 

2. SECTION A: FUNDING POLICY. 22222 

2.1 LEGISLATIVE REQUIREMENTS. 22222 

2.2 STANDARD OF CARE. 22222 

2.3 STATEMENT OF INTENT.2 

2.4 CASH MANAGEMENT. 33322 

2.5 LIABILITY MANAGEMENT. 33323 

2.6 FUNDING THE OPERATING BUDGET. 33323 

2.7 FUNDING THE CAPITAL BUDGET.4 

2.8 FUNDING COMPLIANCE MEASUREMENT.5 

3. SECTION B: RESERVES POLICY. 840 

3.1 INTRODUCTION. 840 

3.2 LEGAL REQUIREMENTS. 840 

3.3 TYPES OF RESERVES. 940 

3.4 ACCOUNTING FOR RESERVES. 942 


4. SECTION C: CORPORATE GOVERNANCE REV I EW OF THE POLICY 942 

5. SECTION D: TRANSITIONAL 

ARRANGEMENT. ..^...102 

8. SECTION E: REVIEW OF THE 
POLICY..,,„ ..vw102 


( Format 
( Format 

ted: Left ] 

ted: Not Different first page header 



( Formatted: Font: (Default) +Body (Calibri) 


Formatted: Default Paragraph Font, Check spelling and 
grammar 

Formatted: Normal 


Formatted: Font: (Default) Arial, Do not check spelling or 
grammar 

' X 

Formatted: Normal 

Formatted: Default Paragraph Font, Font: (Default) Arial, 
Bold, Do not check spelling or grammar 


Policv Title: Funding and Reserves Policy 

Page 1 



























































P a g e 1 2 


FUNDING AND RESERVES POLICY 


INTRODUCTION AND OBJECTIVE 


A The approved amendments to this policy are intended to make certain sections more clear, provide 
more details for readers, users and practitioners, and show links with the budget schedules required 
in the terms of the Municipal Budget and Reporting Regulations that are used in the Medium Term 
Revenue and Expenditure (MTREF) budget report that is submitted to council for approval of the 
annual budget. 


The Council sets itself the objective of becoming a financially sustainable municipality with basic 
levels of service delivery to the entire community. 

This policy aims to set standards and guide lines towards ensuring financial viability over both the 
short- and long term and includes funding as well as reserves requirements. 


SECTION A: FUNDING POLICY 

2|.1 LEGISLATIVE REQUIREMENTS 

In terms of Sections 18 and 19 of the Municipal Finance Management Act (Act No 56 of 2003) 
(MFMA), an annual budget may only be funded from: 

• Realistically anticipated revenues to be collected; 

• Cash backed accumulated funds from previous years’ surpluses not committed for other 
purposes and 

• Borrowed funds, but only for capital projects. 

Furthermore, spending on a capital project may only be commenced once the funding sources have 
been considered, are available and have not been committed for other purposes. 

In determining whether the budget is funded and in addition ensuring long term financial 
sustainability, the municipality will use analytical processes, including those specified by National 
Treasury from time to time. 

2|.2 STANDARD OF CARE 

Each functionary in the budgeting and accounting process must do so with judgment and care that 
the objectives of this policy are achieved. 

2|.3 STATEMENT OF INTENT 
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The municipality will not pass a budget which is not funded or where any of the indicators as listed 
in this document are negative, unless acceptable reasons can be provided for non-compliance and 
provided that the requirements of the MFMA must at all times be adhered to. 
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CASH MANAGEMENT 

Cash must be managed in terms of the municipality’s Cash, Liability and Investment Management 
Policy. 

LIABILITY MANAGEMENT 

Debt must be managed in terms of the municipality’s Cash, Liability and Investment Management 
Policy, together with any requirements in this policy. 

FUNDING THE OPERATING BUDGET 


2.6.1 INTRODUCTION 

The municipality’s objective is that the user of municipal resources must pay for such usage in the 
period in which it will occur. 

The municipality recognises the plight of the poor, and in line with national and provincial objectives, 
commits itself to subsidizing services to the poor. This may necessitate cross-subsidization in some 
tariffs to be calculated in the budget process. 

2.6.2 GENERAL PRINCIPLE WHEN COMPILING THE OPERATING BUDGET 

The following specific principles apply when compiling the budget: 

aV - t The Operatinq Budqet should be cash funded.. 

a) _ 

The Operatinq Budqet is funded from the followinq main sources of revenue: 

b) _ 

4-7 p_Property Rates: ♦ 

^r jilService Charqes: 

Qt— G overnment Grants and Subsidies; and 

iill 


G \ —Other revenue, fines, interest received etc. 

.Growth parameters must be realistic and be based on historic patterns adiusted for + 

current reliable information 1 . , 

d) b) Th e budqet must be fund e d. i .e. Th e Op e rat i nq Budq e t i s fund e d from th e fo ll ow i nq ma i n^ 

sow c e s of r e v ewe^ 

e) Tariff adiustments must be fair, takinq into consideration qeneral inflation indicators as well as 

the qeographic region’s ability to pay. froport y Ra to s ^ 

Revenue from Government Grants and Subsides must be in accordance with the amounts « 

promulqated in the Division of Revenue Act, oroven provincial transfers and anv possible 

transfers to or from other municipalities. t 

q) Servi co Charqos; 

- Govornmont Grants and Subs i d i os: and 


1 Refer also to the Rates Policv, Section 3. principles 
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c) Oth e r r e v e nu e , f i n e s, i nt e r e st r e c ei v e d e tc.r e v e nu e and e xp e nd i tur e proi e ct i ons must b e 

r e a li st i c and th e prov i s i on for i mpa i rm e nt of r e c ei vab le s must b e ca l cu l at e d on prov e n 

r e cov e ry rat e s; 

d) dlGrowth param e t e rs must b e r e a li st i c and b e bas e d on h i stor i c patt e rns adjust e d for curr e nt 

r eli ab le i nformat i on^ 

£)—e ) Tar i ff adiustm e nts must b e fa i r, tak i nq i nto cons i d e rat i on q e n e ra l i nf l at i on i nd i cators as w ell 

as th e g e ograph i c r e g i on’s ab ili ty to pay; 

h) f)_R e v e nu e from Gov e rnm e nt Grants and Subs i d e s must b e i n accordanc e w i th th e amounts 

promu l gat e d i n th e D i v i s i on of R e v e nu e Act, prov e n prov i nc i a l transf e rs and any poss i b le 

transf e rs to or from oth e r mun i c i pa li t ie s. 

h]_ 


0_ Within the budget, grants recognised as revenue must equal the total expected expenditure 

from grants inclusive of capital expenditure and VAT, as per directives given in various MFMA 
Circulars. A 

— , Revenue from oublic contributions. donations or anv other arants mav onlv be included in a * 

budaet (Adiustment or Oriainal budaet) if there is acceotable documentation that auarantees 

the funds,., 


- Rovonuo from pub li c contr i but i ons, donat i ons or anv othor qrants mav onlv bo i ncludod i n a 


budqot (Adiustmont or Or i q i na l budqot) i f thoro i s accootab l o documontat i on that quaranto es 
tho funds 


k)— g^Projected revenue from services charges must be reflected as net (i.e. all billing less A 
revenue foregone, including free basic services, discounts and rebates). A 

kU 


fflf-hTProiected revenue from property rates must include all rates to be levied. All rebates and 
discounts must be budgeted for as revenue foregone. 

D_ 


g)— The cash flow budget will reflect cash movements on the budgeted statement of financial 
position as well as cash items on the budgeted statement of financial performance. 

m) 

0 )— itDepreciation must be fully budgeted for in the operating budget. 

n) _ 


-k)-A detailed salary budqet is compiled on an annual basis. All funded positions are budqeted - 


for in total as well as new and/or funded vacant positions. As a qu i d i nq pr i nc i pl e th e sa l arv 

budq e t should not const i tut e mor e than 35% of annual Op e rat i nq Exp e nd i tur e 


oLJL 


p) Individual expenditure line items are to be revised each year when compilinq the budqet to 

ensure proper control over expenditure. 


- Refer also to the Rates Policy, Section 3. Principles 
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2.7 FUNDING THE CAPITAL BUDGET 

2.7.1 INTRODUCTION 

The municipality’s objective is to maintain, through proper maintenance and replacement 
measures, existing levels of service and to improve and implement services which are neglected 
or non - existent. 

In order to achieve this ob ie ct i v e obiective, the municipality must annually, within financial means, 
budget for the replacement of redundant assets as well as acquiring new assets. 

2.7.2 FUNDING SOURCES FOR CAPITAL EXPENDITURE 

The capital budget can be funded by way of transfers and grants, public contributions and 
donations, borrowing and internally generated funds. 

Proceeds from the sale of assets must mainly be used to fund the capital replacement reserve and 
infrastructure type projects. 

Internally Generated Funds 

The capital budget may be financed from internally generated funds_such as the capital 
replacement reserve and surplus cash resources. The allocations of the funding sources from 
internally generated funds will be determined during the budget process. 

Transfers and Grants (Including Public Contributions and Donations) 

Grants for capital expenditure have become a common practice, especially in order to extend 
service delivery to previously disadvantaged areas. While such grants are welcomed, care should 
be taken that the acceptance of grant funding does not place an unreasonable burden on the 
residents for future operating and maintenance costs which may be higher than their ability to pay. 

The Accounting Officer will annually evaluate the loflo- lonq- term effect of capital grants on future 
tariffs, and if deemed necessary, report on such to Council. 


Borrowings 

The municipality may only raise long-term borrowings in accordance with its Cash, Liability and 
Investment Management Policy. 

The Accounting Officer must put accounting measures in place to ensure that no unspent portions 
of loans are utilised for operating purposes. 

For budgeting purposes any difference between proposed capital spending from loans and 
proposed loans raised must be included in the cash surplus for the year, i.e. any unspent 
borrowings at year end must be cash-backed in the ‘Cash backed reserves reconciliation’. 

Repaying long-term liabilities will impact directly on future tariffs that will be charged to consumers. 
For this reason, Council will give priority to borrowing for revenue-generating assets only. Provision 
for acquiring non-revenue generating assets will be made by way of utilising other funding sources. 
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2.8 


2.8.1 INTRODUCTION 

The municipality must ensure that the annual budget or any subsequent adjustments budget 
complies with the requirements of the MFMA and this policy. For this purpose^ a set of indicators 
must be used as part of the budget process and be submitted with the budget. These indicators will 
include all indicators as recommended by National Treasury as well as any additional indicators 
detailed in this policy. 

If any of the indicators are negative during the compilation or approval process of the budget, the 
budget may not be approved, unless those negative indicators can be reasonably explained and 
any future budget projections address the turn-around of these indictors to within acceptable 
levels^. 

2.8.2 CASH AND CASH EQUIVALENTS AND INVESTMENTS 

A positive cash/cash equivalents position should be maintained throughout the year. In addition, 
the forecasted cash position at year-end must at least be the amount as calculated in the 
Reconciliation of Cash Requirements as determined by this policy and attached to this policy as 
Appendix “A’^. 
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FUNDING COMPLIANCE MEASUREMENT 


2.8.3 CASH PLUS INVESTMENTS LESS APPLICATION OF FUNDS 

The overall cash position (cash/cash equivalents and investments) of the municipality must be 
sufficient that it can: 

• Provide for the cash-backing of: 

o unspent conditional transfers and grants; 
o unspent conditional public contributions; 
o unspent borrowing; 

o the cash portion of statutory funds such as the Flousing Development Fund; 
o VAT due to SARS; 

o secured investments (whether long- or short-term); 

o reserves as approved by the municipality and those portions of provisions as 
indicated elsewhere in this policy; and 

1.1.1. Take into account other working capital reguirements , bv providinq al minimum of one 
month’s operational expenditure excludinq debt impairments , depreciation and othernon- 

cash exioenses should be avaitabte for liguiditv cover. 


2.8.4 INDICATORS 

2.8.4.1 MONTHLY AVERAGE PAYMENT COVERED BY CASH AND CASH EQUIVALENTS 
(“CASH COVERAGE”) 5 

Jhisindicatorshowsthelevelofriskshouldthemunici p alit y experiencefinancialstress. 


3 Indicators may include those referred to in the following budget schedules: 

SA8: Performance indicators and benchmarks 

SAIO: Funding measurement 

4 A surplus balance on budget schedule A8: Cash backed reserves/accumulated surplus reconciliation 

5 Supporting Table SAIO Funding measurement: indicator no. 3 
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2.8.4.2 


SURPLUS/DEFICIT EXCLUDING DEPRECIATION OFFSETS 6 


Jt is probable that the operating budget including depreciation charges on assets funded by grants 
and public contributions, as well as on revalued assets, could result in a deficit. 

It is not the intention that residents be burdened with tariff increases to provide for such depreciation 
charges. In order to ensure a “balanced” budget but excluding such depreciation charges, the 
depreciation charges maybe offset against the net surplus / deficit. 


2.8.4.3 PROPERTY RATES/SERVICE CHARGE REVENUE PERCENTAGE INCREASE LESS 
MACRO INFLATION TARGET 7 

▲ 

The intention of this indicator is to ensure that tariff increases are in line with macro 
e conom i c macro-economic targets, but also to ensure that revenue increases for the expected 
growth in the geographic area are realistically calculated. 

The formula to be used is as follows: 



DESCRIPTION 

PROPERTY 

RATES 

SERVICE 

CHARGES 

TOTAL 


Revenue of budget year 

R XX 

R XX 

R XX 

.B 

Less: Revenue of prior year 

R XX 

R XX 

R XX 

.C 

=Revenue increase/decrease 

R XX 

R XX 

R XX 

P 

% lncrease/(Decrease) 

C/B % 

C/B % 

C/B % 

P 

Less: Upper limit of macro Inflation 

% 

% 

% 


target 




F 

=Growth in excess of inflation 

% 

% 

% 


target 




a g 

Less: Expected growth % 

% 

% 

% 


=lncrease attributed to tariff 

% 

% 

% 


Increase above macro inflation 
target 





A 

ln the event that the percentage in (h) above is greater than zero, a proper motivation must 
accompany the budget at submission, or the budget must be revised. 


2.8.4.4 CASH COLLECTION PER CENTRATE 8 
▲ 

The object of the indicator is to establish whether the projected cash to be collected is realistic and 
complies with section 18 of the MFMA. 

The collection rate for calculating the provision for impairment of receivables must be based on 
past and present experience. Past experience refers to the collection rates of the prior years and 
present experience refers to the collection rate of the current financial year as from 1 July. 
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6 Supporting Table SA10 Funding measurement: indicator no. 4 

7 Supporting Table SA10 Funding measurement: indicator no. 5 

8 Supporting Table SA10 Funding measurement: indicator no. 6 
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It is not permissible to project a collection rate higher than the current rate. Any improvement in 
collection rates during the budget year may be appropriated in an Adjustments Budget. 

2.8.4.5 DEBT IMPAIRMENT EXPENSE AS A PERCENTAGE OF BILLABLE REVENUE 9 _ 

A ( Formatted: Font: 10 pt 

This indicator provides information as to whether the contribution to the provision for impairment of 
receivables is adequate. In theory it should be equal to the difference between 10Oper cent and the 
cash collection rate, but other factors such as past performance can have an influence on it. 

Excessive differences should be motivated and/or explained in the MTREF budget report. 

2.8.4.6 BORROWING AS A PERCENTAGE OF CAPITAL EXPENDITURE (EXCLUDING 
GRANTS AND CONTRIBUTIONS) 10 


A T his indicator p rovides information as to compliance with the MFMA in determining borrowing _ ( Formatted Font 10 pt 

needs. The Accounting Officer must ensure compliance with the municipality’s liability 
management. 

2.8.4.7 GRANT REVENUE AS A PERCENTAGE OF GRANTS AVAILABLE * 11 


Jhe percentage attained should never be less than lOOper cent and the recognition of expected ( Formatted: Font: 10 pt 
unspent grants at the current year-end as revenue in the next financial year must be substantiated 
in a report. 

2.8.4.8 CONSUMER DEBTORS CHANGE (CURRENT- AND NON-CURRENT) 12 


A The object of the indicator is to determine whether budgeted reductions in outstanding debtors are ( Formatted: Font: 10 pt 
realistic. 

Any unacceptably high increase in either current or non-current debtors’ balances should be 
investigated and reported. 

2.8.4.9 REPAIRS AND MAINTENANCE EXPENDITURE LEVEL 13 


A Property Plant and Equipment should be maintained properly at all times in order to ensure ( Formatted: Font: 10 pt 
sustainable service delivery. The budget should allocate sufficient resources to maintain assets 
and care should be exercised not to allow a declining maintenance program in order to fund other 
less important expenditure requirements. 

Similarly, if the maintenance requirements become excessive, it could indicate that a capital 
renewal strategy should be implemented or reviewed. 

As a general benchmark the maintenance budget infrastructure assets should be 8 per cent of the 
asset values (write down values). Currently the ratio is below this and the benchmark should be 
achieved within the next ten years. 

Where the budgeted amounts for repairs and maintenance reflected on Table A9 are less than 8 
per cent of the asset value (write down value) of the municipality’s Plant Property and Equipment 
(PPE) as reflected in the municipality’s annual financial statements, the municipality must provide 
a detailed explanation and assurance that the budgeted amount is adequate to secure the ongoing 
health of the municipality’s infrastructure supported by reference to its asset management plan or 


9 Supporting Table SA10 Funding measurement: indicator no. 7 

10 Supporting Table SA10 Funding measurement: indicator no. 8 

11 Supporting Table SA10 Funding measurement: indicator no. 10 

12 Supporting Table SA10 Funding measurement: indicator no. 11 and 12 

13 Supporting Table SA10 Funding measurement: indicator no. 13 
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II. 

3.1 


disclosure of determination of the repairs and maintenance per asset class in the MTREF budget_ 

report. A 14 v .. L . ( Formatted: Font: 10~[rt 


Should the municipality receive an audit qualification related to its assets register, where the 
budgeted amounts for repairs and maintenance reflected on TableA9 are less than 10 per cent of 
the municipality’s operating expenditure on Table A4, 

the municipality must provide a detailed explanation and assurance that the budgeted amount is 
adequate to secure the ongoing health of the municipality’s infrastructure supported by reference 
to its asset management plan.J 5 A 

2.8.4.10 ASSET RENEWAL/REHABILITATION EXPENDITURE LEVEL 16 

Jhisindicatorsupportsfurthertheindicatorforrepairsandmaintenance. 

The Accounting Officer must, as part of the capital budget, indicate whether each project is a new 
asset or a replacement/renewal asset in order to determine whether the renewal program is 
sufficient or needs revision. 

Where the municipality allocates less than 40 per cent of its Capital Budget (as reflected on Table 

A8) to the renewal of existing assets it must provide a detailed 

explanation and assurance that the budgeted amount is adequate to secure the 

ongoing health of the municipality’s infrastructure supported by reference to its asset management 

plan. A 17 A 


SECTION B: RESERVES POLICY 
INTRODUCTION 

Fund accounting historically formed the major component of municipal finance in the Institute for 
Municipal Finance Officers (IMFO) standards. 

After the change to General Recognised Accounting Practices (GRAP), fund accounting is no 
longer allowed. 

Flowever, the municipality recognises the importance to itself, its creditors, financiers, staff and the 
general public of providing for a measure of protection for future losses, as well as providing the 
necessary cash resources for future capital replacements and other current and non-current 
liabilities. 
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This policy therefore aims to provide for a measure of protection by creating certain reserves. 

3.2 LEGAL REQUIREMENTS 


There are no specific legal requirements for the creation of reserves, except for the Flousing 
Development Fund. The GRAP Standards themselves do not provide for reserves. 


14 Based on MFMA Circular 55, paragraph 4.2 

15 MFMA Circular 55, paragraph 4.2 

16 Supporting Table SA10 Funding measurement: indicator no. 14 

17 MFMA Circular 55, paragraph 4.2 
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3.3 


The GRAP “Framework for the Preparation and Presentation of Financial Statements” states in 
paragraph 91 that such reserves may be created, but “Fund Accounting” is not allowed and any 
such reserves must be a “legal” reserve, i.e. created by law or Council Resolution. Accordinq to 
Generallv Recoqnised Accountinq Practices (GRAP), such reserves mav only be created if such 

reserves are cash backed. 


TYPES OF RESERVES 


Reserves can be classified into two main categories being “cash funded reserves” and “non - 
funded reserves”. 


cash 




3.3.1 CASH FUNDED RESERVES 


In order to provide for sufficient cash resources for future expenditure, the municipality hereby 
approves the establishment of the following reserves: 


(a) Capital Replacement Reserve (CRR) 


The CRR is to be utilised for future capital expenditure from own funds and may not be 
used for maintenance or other operating expenditure. 


The CRR must be cash-backed and the Accounting Officer is hereby delegated to 
determine the contribution to the CRR during the compilation of the annual financial 
statements. The cash proceeds on the sale of immovable assets such as land and buildings 
and augmentation fees, will be transferred to the CRR in order to build resources for the 
acquisition of future assets. 


,S el f -l nsuranc e R e s e rv e T i f app li cab le ). 


, Th e purpos e of th e s e lf -i nsuranc e r e s e rv e i s to cov e r 

mun i c i pa l v e hic le f lee t and c l a i ms b e low th e e xc ess-k 

Mun i c i pa li tv. It i s th e i nt e ns i on of th e Mun i c i pa l itv to 

portfo l io of th e Mun i c i pal i tv. , 


Hous i nq Deve l opm e nt Fun d t 


/ i ) Th e Account i nq Off i c e r must cr e at e a Flous i nq D e v ( 

Flous i nq Act, No 107 of 1997., 


is of th e- 
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th e Na 


ZA&2 


/ ii )Th e Hous i nq P Q V Ql opm Q nt Fund must b e cash back e d. Th e proc Qe c 

OQvel opm e nt Fund ar e ut ili s e d for hous i nq d e v el opm e nt i n accordana 

Hoti s i nq Po l icv T , 


( iii ) /\nv prof i t on th e r e nta l , sal e or a lie nat i on of prop e rtv f i nanc e d pr e v i o 

Gov e rnm e nt housinq funds has to t mus1,b e transf e rr e d to th e Housinq D e v el op m 


3.3.2 NON - CASH FUNDED RESERVES 


On occasion it is necessary to create non - cash funded reserves. The Accounting Officer must 
create any reserves prescribed by the accounting standards, such as the Revaluation Reserve and 
Valuation Reserve, if required. 

The Accounting Officer is delegated to create reserves for future depreciation offsetting, in the 
absence of a standard similar to IAS 20. 

ACCOUNTING FOR RESERVES 


3. 4 .1 REVALUAT I ON RESERVE 


Th e account i ng for th e R e va l uat i on R e s e rv e must b e don e i n accordanc e w i th th e r e quir e m e nts of 
GRAP 17. 

3^2 3.4.1 OTHER RESERVES 

The accounting for all other reserves must be processed through the Statement of Financial 
Performance. The required transfer to or from the reserves must be processed in the Statement of 
Net Assets to or from the accumulated surplus. 

It is a condition of GRAP and this policy that no transactions may be directly appropriated against 
these reserves. 


.SECTION C: .CORPORATE GOVERNANCE (OVERSIGHT) 


4.1 Compliance with the various stipulations as documented in this Funds and Reserves Policv needs* 


to be monitored bv the Chief Financial Officer and reported on to the Accountinq Officer on a 

monthlv basis and to the Finance/Audit Committee on a quarterlv basis. 

4.2 Where compliance has been breached the Chief Financial Officer must present an action plan to* 


correct the non-compliance. The Finance Committee must monitorthe successful implementation 

of the corrective action plans and report proqress to Council. 


£i. 


SECTION D:.TRANSITIONAL ARRANGEMENT, 


5.1 


Upon adoption of this policv bv the Council, the Accountinq Officer in coniunction with the Chief - 

Financial Officer must determine the current performance levels of the municipalitv aqainst this 

Policv and present a plan of action towards achievinq and maintaininq the stipulation as set out in 

this policv therebv utilisinq a more blended fundinq mix for capital infrastructure investment. 
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5.2 The Council must approve an appropriate timeframe within which the municipalitv must achieve the- 

approved stipulations as set out in this Policy. The period between the date of the policv adoption 

bv Council and the tarqet date for compliance shall be known as the Transitional Period. 

5.3 t The Finance Committee must report proqress durinq the approved Transitional Period to the 

Council . 


i _ JSECTION GE: REVIEW OF THE POLICY 

This Funding and Reserves Policy is the only policy of the municipality and replaces any past 
policies in this regard. Any revision of this policy must be approved by Council. 

This policy must be reviewed and submitted for consideration by Council on an annual basis. Such 
submission must be accompanied with a full description of the reasons for the change to the policy. 
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APPENDIX A 


RECONCILIATION OF CASH REQUIREMENTS 


Cash flow from operating activities 

R XX 


Add : Depreciation from own funds 

R XX 


Add : Contribution to provisions 

R XX 


Add : Contribution to CRR 


R XX 

Add : Contribution to Employee Benefits reserve 

R XX 


Add : Contribution to Valuation reserve 

R XX 


Add : Unspent conditional grants 


R XX 

Add : Unspent public contributions 

R XX 


Add : Unspent borrowings 


R XX 

Add : VAT due to SARS 

R XX 


Add : Secured investments 


R XX 

Add : Cash portion of Statutory Reserves 

R XX 


Add : Working Capital Requirements 

R XX 


= Minimum Cash Surplus Requirements for the year 

R XX 
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I N C A 

Portfolio Managers 

Knysna Municipality 


Long Term Financial Plan - Update 2017 





REPORT OVERVIEW - INTRODUCTION AND BACKGROUND 


The Knysna Municipality appointed INCA Portfolio Managers in 2017 to prepare a Long Term Financial Plan (LTFP). The output of the assignment was a report 
entitled Knvsna Municioalitv Long Term FjnanciaL Plan: 2017- 2026 : November 2017. This 2017 Uodate aims to update the LTFP based on the latest available 
information and report on the findings. 

The objective of a Long Term Financial Plan is to recommend strategies and policies that will maximise the probability of the municipality’s financial sustainability 
into the future. This is achieved by predicting future cash flows and affordable capital expenditure based on the municipality’s historic performance and the 
environment in which it operates. 

A summary of the demographic-, economic- and household infrastructure perspective was updated with the latest available information as published by iHS 
Global Insight. The historic financial analysis was updated with the information captured in the municipality’s audited financial statements of 30 June 2017. 
IPM’s Long Term Financial Model (latest and updated version 14.0) was populated and run with this latest information, and the outcome thereof is reported 
herein. The model was re-calibrated against the municipality’s MTREF for the 3 years from 2017/18 to 2019/20. 

Unlike the original assignment, no renewed analysis of the Asset Register, review of municipal documents (viz. IDP, Master Plans, etc.) and conversations with 
management were undertaken. The conclusions reached in this report are complimentary to the recommendations made previously. 

The contents of this report entail the following: 


1 

Planning Process 

2 

Updated Perspectives (Demographic, Economic, Household Infrastructure) 

3 

Updated Historic Financial Assessment 

4 

Future Revenues 

5 

Affordable Future Capital Investment 

6 

Scenario Analysis 

7 

Ratio Analysis 

8 

Conclusions 
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Key Findings and Conclusions drawn from the 2017 LTFP Update 


• The Knysna population of 77 000 is growing at a population growth rate (1.9% p.a.) that exceeds the GVA growth rate of 1.1% in 2016. 

• The average annual household income in Knysna is R220 000, representative of the median household income in the Eden district. 

• The economy is dominated by the services sector, with Trade, Community Services and Finance jointly contributing 61% to the economy. The Trade 
sector is also the largest employer at 23% of the formal employment workforce. 

• The annual value of tourism spend is calculated to be R 2.26 billion, which represents 36.8% of Knysna's annual GVA. 

• A substantial portion of the population is in the economic active age and the current official unemployment rate is 26.7%. 

• Knysna's infrastructure index of 0.84 is indicative of some prevalent backlogs due to the high population growth and household formation in recent 
times. 

• A slight improvement in the financial performance in FY2017, notably improved liquidity ratio and cash coverage ratio is marred by the concern about 
the payment ratio that declined to 91% and the recorded operating deficit in FY2017. 

• The recommendations made in the LTFP in 2017 remain valid, notably the need for an economic growth strategy, streamlined organisation, increased 
efficiencies, revenue growth and enhanced asset management. 

• Safeguarding liquidity should become an elevated objective leading to an increase in borrowings as opposed to accessing internally generated funds 
for capital expenditure. 

• This will require a high credit rating by demonstrating disciplined financial management, safeguarding liquidity and spending capital on infrastructure 
that promotes the delivery of basic services. 

• A 5 year borrowing schedule which can be further enhanced by structuring the loans mount to the following: 


Year 

2017/18 

2018/19 

2019/20 

2020/21 

2021/22 

Borrowings 

R million 

80* 

60 

60 

60 

60 


*Note: KM has invited a financing tender for R35m. KM should avoid sourcing more than R15m from internal resources for capex and rather increase borrowings to the 
maximum of either R 80 million or the difference required to fund capex for 2017/18. 
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Process 

The diagram below illustrates the steps in the process that were followed in 
drafting the LTFP and the steps taken during this 2017 “LTFP Update”: 


Figure 1: Planning Process 



During the course of the past year IPM developed a new long term financial 
model 1 , which was populated with the latest information of Knysna and used 
to make a base case financial prediction of the future. The diagram below 
illustrates the outline of the model. 


1 Part of National Treasury's Cities Support Programme and with technical 
assistance from the World Bank Group. 


The model was adapted for the purpose of this update in that no large 
infrastructure projects were assessed. The capital budget as presented in 
the MTREF was included however and predictions of affordable future 
capex were made. 
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Figure 2: Financial Model Framework 
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Demography 


The current Population of Knysna is 76 528 (2016). Knysna currently has the 
second highest population growth rate (1.9%) of the seven municipalities in 
the District, higher than the Western Cape (1.6%) and National growth rates 
(1.5%). The population growth rate in Knysna is slightly higher than the GVA 
growth rate of 1.1% in 2016. 


GRAPH 1: POPULATION 



The Household Income distribution illustrates that the proportion of 
households earning less than R 30 000 p.a. constitute approx. 16.0%. The 
household income distribution of Knysna reflects a society of which 70.9% of 
all households earn an income of less than R 192 000 p.a. (R 16 000 p.m.). 
The extent to which these households can be levied in future needs to be 
specifically considered. The highest concentration of households (12.3%) fall 
within the annual economic income bracket of between R 192 000 and 
R 360 000 p.a. The average annual household income for Knysna is 
R 220 051 p.a. which is representative of the median household income of all 
seven municipalities in the Eden DM and higherthan the National average of 
R 190 386 p.a. 

The average per capita income of Knysna in comparison with the other 
municipalities in the district is as follows: Hessequa: R 78 751; Mossel Bay: R 
76 775; George: R 71 957: Knysna: R 71 622; Bitou: R 61 097; Kannaland: R 
55 565 and Oudtshoorn: R 51 829. 



Prepared by INCA Portfolio Managers 8 | P a g e 









































Unlike a classical population pyramid, the Age Profile illustrates 
proportionally fewer people younger than 25 years of age but the age groups 
between 30 and 44 years have a proportionally higher representation. 

Graph 3: Age Profile 



The 26.7% Unemployment Rate for 2016 is the second highest of the seven 
municipalities in the District and higher than the provincial rate (Western 
Cape) of 21.4% while it approximates the National rate of 26.4%. 

Graph 4: Unemployment Rate 
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Economy 


Trade remained the dominant Economic Sector with 22% of the output in 
2016, followed by Community service (20%), Finance (19%) and 
Manufacturing (13%). The Knysna economy is fairly well diversified, which 
should provide economic stability. The services sector not only contributes 
significantly to the economy, but is also the main provider of employment. 


GRAPH 5: ECONOMIC SECTORS 



Proportional growth was experienced in the Community Services, Finance 
and Construction Sectors, with all other sectors experiencing stagnant or 
declining growth rates from 2007 to 2016. 

TABLE 1: PROPORTIONAL GROWTH OF ECONOMIC SECTORS 


Sector 

2007 

2016 

1 Agriculture 

5.3% 

4.9% 

2 Mining 

0.1% 

0.1% 

3 Manufacturing 

15.1% 

12.7% 

4 Electricity 

2.2% 

1.4% 

5 Construction 

10.7% 

11.6% 

6 Trade 

22.6% 

22.5% 

7 Transport 

8.2% 

8.1% 

8 Finance 

17.3% 

18.8% 

9 Community services 

18.6% 19.9% 
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The Trade sector is the largest Employer with 23.0% of Total Employment, 
with Community Services, Construction, Households and Finance contributing 
16.5%, 14.1%, 13.4% and 13.2% respectively. Total employment reflects a 
significant improvement since 2007. At the end of 2016 the officially registered 
number of workers came to 25 823 people. 

Graph 6: Employment 



Tourism Spend in 2016 amounted to R 2.26 billion which equates to 36.8% 
of GVA (Current Prices). 

Graph 7 reflects an increasing trend of Tourism Spend over the ten year 
period. Tourism remains an important economic driver for the local economy. 

Graph 7: Tourism Spend 
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Household Infrastructure 


The Infrastructure Index of 0.84 is lower than the average for the Province 
(0.88) and the District (0.87), and indicative of some backlogs that are 
prevalent. This is due to the high population growth and household formation 
in recent times. 



Growth in Household Formation between 2007 and 2016 was 30%, the 
second highest of all seven municipalities in the district. In absolute numbers, 
the growth of households in Knysna was 5 699 during the period. 


Graph 9: Household Formation 
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By comparing backlogs of sanitation, water, electricity and refuse removal in urban as well as non-urban areas, Knysna Municipality performed worse than the average 
service delivery in the Eden District. However the performance of the refuse removal service in the municipality exceeds that of the District as a whole. 

Table 2: Household Infrastructure Provision 
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Financial Position 


Liability Management 

Graph 10: Long Term Liabilities: Interest Bearing vs Non-Interest 

Bearing 
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The total interest bearing liabilities have increased by R25.6 million (21.7%) 
from R118.1 million as at FYE2016 to R143.7 million as at FYE2017. This 
increase was driven by an additional borrowing of R36.6 million during FY2017 
as part of the funding mix utilised for Capital Expenditure. 

This additional take-up of external loans is clearly reflected in the gearing ratio, 
which increased from 16% as at FYE2016 to 19% as at FYE2017. 
Notwithstanding this increase, the gearing ratio is still below the maximum 
norm of 40% suggested by National Treasury. The debt service cover ratio 
(which measures the ability of the municipality to service its debt from cash 
generated by operations) at 1.88 suggests that the current levels of debt are 
affordable to the municipality. 


Non-interest bearing liabilities increased by R10.5 million (7.2%). 


Liquidity Management 

GRAPH 11: CllRRENT ASSETS VS CllRRENT LlABILITIES 
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Current Liabilities 
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GRAPH 12: CllRRENT ASSETS 
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The liquidity ratio improved from 1.61 as at FYE2016 to 1.66 as at FYE2017. 
Should all debtors older than 30 days be excluded, this ratio reflects a healthy 
1.39 as at FYE2017, compared to 1.24 as at FYE2016. 


The increase in current assets of R47.6 million (23.2%) was mainly a result of 
increases in cash and cash equivalents (R32.6 million or 43.2%) and other 
debtors (R13.4 million or 94.4%). Net consumer debtors, however, decreased 
by R9.0 million (10.0%). 

Graph 13: Current Liabilities 
175.0 
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Notwithstanding these positive increases in current assets, creditors also 
increased during FY2017 by R21.0 million (19.7%), which was the main 
reason forthe R24.6 million (19.3%) increase in current liabilities. 

Debtors Management 

Notwithstanding an increase in gross consumer debtors of R23.6 million 
(14.6%), net consumer debtors decreased by R9.0 million (10.0%), due the 
effect of an increase in the provision for doubtful debt of R32.7 million (45.2%) 
to R105.0 million as at FYE2017. This provision is still not sufficient to cover 
all debtors older than 90 days (R131.3 million as at FYE2017). 


Graph 14: Gross Consumer Debtors vs Net Consumer Debtors 
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GRAPH 15: CONSUMER DEBTORS AGE ANALYSIS 



The collection rate of 91% in FY2017, a decrease from the 93% achieved in 
FY2016, is considered too low. This has resulted in the ageing of the debtors’ 
book and may result in higher consumer debtor write-offs in future. Average 
gross debtors days increased from 124 days in 2016 to 131 days in 2017. Net 
debtor days, however, decreased from 69 days in 2016 to 57 days in 2017, 
due to the increased provision for doubtful debts. 
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Financial Performance 
S urplus/Deficit 


Graph 16: Total Income vs Total Expenditure 



Total Income 

Total Operating Expenditure 
— — — Operating Income (excl Capital Grants) 


Total operating expenditure increased by R60.3 million or 8.6% in FY2017, 
which is higher than the growth in operating income (excluding capital grants) 
of R26.5 or 3.6% in the same period. This had a negative impact on Knysna’s 
profitability and an operating deficit of R0.3 million was recorded for the year. 
This deficit follows operating surpluses of R47.7 million and 
R38.6 million in FY2015 and FY2016, respectively. 

Revenue Management 

Total operating income (excluding capital grants) for FY2017 was 
R762.1 million, compared to R735.6 million in FY2016. Of concern are 
specifically the decreases in revenue from property rates of R5.7 million (2.9%) 
and conditional operating grants of R38.1 million (48.9%). Income from 
electricity services increased by 6% and an increase of 7% was recorded in 
water revenue. We understand that the decrease in property rates income may 
be due to the Council’s concession pursuant to the Knysna fire, in which case 
the decrease is expected to be corrected going forward. 


GRAPH 17: CONTRIBUTION PER INCOME SOURCE 



GRAPH 18: CONTRIBUTION PER EXPENDITURE ITEM 
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Expenditure Management 


Total operating expenses for FY2017 were R762.5 million, compared to 
R702.2 million in FY2016. Staff cost increased by 12% during the year, while 
the repairs and maintenance expense increased by 34% to R61.2 million. 

GRAPH 19: INTEREST PAID VS INTEREST RECEIVED 



Noteworthy, although relatively small, is that the interest paid increased by 
R1.2 million during the year, while interest received increased by 
R1.5 million. The expectation is that the interest payable will continue to 
increase due to the additional borrowings in FY2017, but the liquidation of long 
term investments in FY2017 may have a negative impact on the interest 
receivable in future years. 

The electricity distribution losses increased from a relatively low 2.90% in 
FY2016 to 8.19% in FY2017. 


The water distribution losses increased from 16.68% in FY2016 to 23.90% in 
FY2017. 


Cash Flow 


Cash Generated from Operations 

Cash generated from operations (excl Capital grants) decreased by 22.9% 
(R13.3 million) from R58.1 million in FY2016 to R44.8 million in FY2017. 

Graph 20: Cash Generated from Operations / Own Source Revenue 



Graph 21: Working Capital 
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Notwithstanding the operating deficits recorded in FY2017, Knysna 
Municipality was able to generate R3.1 million from the management of its 
working capital. 

Capital Expenditure and Funding Mix 
Graph 22: Annual Capital Funding Mix 



The cash generated from operations was, however, not utilised as part of the 
funding mix for capital expenditure. The capital expenditure programme of 
R96.2 million in FY2017 (an increase of R4.2 million or 4.6% from FY2016) 
was funded by capital grants (R60 million or 62.4%) and external borrowings 
(R36.2 million or 37.6%). 

R1.3 million in cash was generated from the sale of fixed assets in FY2017. 

The funding mix is inconsistent year-on-year. It will be preferable, under 
normal circumstances, to maintain a consistent funding mix, which presents a 
balance between grant funding, external borrowings and own funds. 


Minimum Liquidity Requirements 

The liquidation of all the long term cash investments (to the value of 
R27.2 million), effective management of working capital and a conservative 
capital spending programme fully funded by capital grants and external 
borrowings, contributed to an increase in cash and cash equivalents of 
R32.6 million (43.4%) to bring the balance to R108.2 million as at FYE2017. 

Graph 23: Minimum Liquidity Required 



The unencumbered cash and cash equivalents of R97.6 million as at 
FYE2017 was R5.2 million short of the minimum liquidity required (including 
one month’s operational expenditure) of R102.9 million. The cash coverage 
improved from 0.8 in FY2016to 0.9 in FY2017. 

It is positive to note that the capital replacement reserve of Knysna increased 
from R5.0 million as at FYE2016 to R19.9 million as at FYE2017. 
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Table 3: Minimum Liquidity Levels 



2010 

2011 

2012 

2013 

2014 

2015 

2016 

2017 

Unspent conditional grants 

8.4 

- 

2.1 

1.3 

10.0 

11.4 

8.3 

4.9 

Short term provision 

14.2 

20.5 

18.8 

21.6 

21.3 

22.5 

23.5 

26.4 

Funds, Reserves & trust funds (Cash 
Backed) 

4.4 

8.3 

4.7 

3.6 

- 

25.0 

5.0 

19.9 

Total Statutory Requirements 

27.0 

28.7 

25.6 

26.6 

31.3 

58.9 

36.8 

51.2 

Unencumbered Cash & Cash 
Equivalents 2 

19.9 

49.8 

47.5 

37.8 

9.8 

51.6 

65.7 

97.6 

Cash Coverage Ratio (excluding 
Working Capital) 3 

0.7 

1.7 

1.9 

1.4 

0.3 

0.9 

1.8 

1.9 

Working Capital Provision [1 month 
Opex] 4 

27.1 

29.9 

42.4 

36.6 

41.5 

41.4 

49.1 

51.6 

Cash Coverage Ratio (including 
Working Capital) 5 

0.4 

0.8 

0.7 

0.6 

0.1 

0.5 

0.8 

0.9 

Minimum Liquidity Required 6 

54.1 

58.7 

68.0 

63.2 

72.8 

100.3 

85.9 

102.9 

Cash Surplus/(Shortfall) 7 

(34.3) 

(8.9) 

(20.5) 

(25.4) 

(63.1) 

(48.7) 

(20.2) 

(5.2) 


2 Unencumbered cash and cash equivalents = Total cash and cash equivalents - Ceded investments 

3 Cash Coverage Ratio (excl Working Capital) = Unencumbered cash and cash equivalents / Total Statutory Requirements 

4 Operating Expenditure /12 

5 Unencumbered cash and cash equivalents / (Total Statutory Requirements + Working Capital provision) 

6 Total Statutory Requirements + Working Capital Provision 

7 Minimum liquidity required - Unencumbered cash and cash equivalents 
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Municipal Revenue Risk Indicator (MRRI) = "High" 


The latest iHS Global Insight update of the Knysna economy reveals that the 
average economic growth rate during the past 5 years was a disappointing 
0.8% p.a. Within the district all other municipalities recorded higher growth 
rates (notably Mossel Bay 4.1%). With a Tress Index of 44, the Knysna 
economy is reasonably well diversified. This combination of factors produced 
an Economic fl/sfrcomponent of the MRRI for Knysna of “Very High”. 


GRAPH 24: ECONOMIC RlSK COMPONENT OF MRRI 



The unemployment rate of Knysna (26.7%) is higher than the average forthe 
district (23.3%). The percentage of households earning less than R 30 000 
p.a. is 16.1%, and these factors combine to return a Household Ability to 
Pay /?/s/rcomponent of the MRRI of “Medium to High”, and the overall MRRI 
of “High”. 


Graph 25: Household Ability to Pay Risk Component of MRRI 



Unemployment Rate 
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In 2017 Real Municipal Revenue (excluding transfers) per Capita further 
increased with the decline of Real GVA per Capita, a trend that was evident 
since 2009. The municipal revenue from own sources in 2017 expressed in 
constant monetary terms per capita was higher than at any time since that 
2009. It is unlikely that this trend can continue indefinitely in an environment 
of nominal economic growth. 


Graph 26: Real Revenues per Capita vs Real GVA per Capita 



A comparison of the Average Household Bill for the Middle Income- and 
Affordable Range of a selected number of municipalities in the WC (extracted 
from Budget Table SA14), based on the 2017/18 tariffs reveals that Knysna 
features slightly above the median of these municipalities. 


Graph 27: Average Monthly Household Bill 



i- ■ Middle Income DAffordable 


Based on these observations Knysna needs to facilitate local economic 
development to enable the Real GVA per capita to grow. This will contribute 
towards more households migrating into the rates paying category with the 
concomitant growth of municipal revenue per capita without necessarily 
relying on excessive tariff increases to generate municipal revenue. 
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Municipal Revenues 


In 2017 the Real Revenue per Capita of R 5 819 p.a. exceeded the expected 
amount for the Real GVA per Capita as researched by Schoeman 8 . In real 
terms the projected revenue per capita of R 5 521 in 2027 is predicted to be 
slightly lower than the revenue per capita in 2017 but provides comfort in the 
light of a growing number of indigent households. 


Graph 28: Real Revenue per Capita Across Time 



Future Nominal Revenue (including all grants) is growing at a low average 
rate of 5.7% p.a. during the 10-year planning period but more realistic than 
the very conservative revenue growth rate (2.4% p.a.) that the municipality 
predicts during the MTREF period up to 2019/20. The growth should include 
(i) tariff increases (ii) increased sales and (iii) additional revenue sources. 
Capital grant receipts are expected to decline in future resulting in an 
operating income growth rate of 6.1% p.a. Flowever, revenue is expected to 
exceed expenditure for the duration of the planning period. 


8 Fiscaj Performance of Local Goyemment in South Africa - an Emoihcal Analysjs ; Niek 

Schoeman; UP 22 July 2011; https://editorialexpress.com/cgi- 
bin/conference/download.cgi?db_name=IIPF67&paper_id=40 


Graph 29: Revenue and Expenditure 
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Both the Real GVA per Capita and the Real Revenue per Capita are 
expected to improve after an initial decline up 2020. 

Graph 30: Projected Real GVA and Revenues per Capita _ 
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Capex Affordability and Funding 


The total Capex Demand was determined during the preparation of the LTFP 
in 2017, but is expected to have changed since then. However, for purposes 
of this report the affordability is of more concern and not so much the demand. 


Total 10-year Capex Demand = 

R 7 353 million 

Total 10-year Capex Affordability: 

R 1 236 million 


The Capex Demand exceeds the Capex Affordability. It needs to be stressed 
however that the capex demand estimates were based on the desk top 
estimates undertaken in 2017, which included an analysis of the Asset 
Registers and IPM’s estimates of new capital investments. These estimates 
need to be revised pursuant to updated Master Plans. 

MTREF Capital Funding Mix 

Knysna’s MTREF budget 2017/18 to 2019/20 as adjusted in its 1 st Adjustment 
Budget 2017/2018 expects a capital budget amounting to R 378 903 thousand 
and funded as follows: 


Table 4: 3-Year MTREF FUNDING MlX R’OOO 


R’000 

Total 

2017/18 

2018/19 

2019/20 

Loans 

117 234 

46 917 

34 806 

35 511 

Cash 

126 612 

50 748 

40 284 

35 580 

Grants 

135 057 

64 576 

34 509 

35 972 

Contributions 

0 

0 

0 

0 

Total 

378 903 

162 241 

109 599 

107 063 


IPM’s model accommodated the intended borrowing of R 117 m, Internally 
Generated Funding of R 127 m and Capital Transfers of R 135 m for the 
MTREF period of 3 years to 2019/20, and allowed the model to calculate the 
future funding mix. 


The reliance on significant amounts of internally generated funds will deplete 
the municipality’s liquidity. The cash shortfall below the minimum liquidity 
levels is expected to reach its peak of R 57 million in 2021. These findings are 
illustrated in the graphs below. 

We have investigated a few alternatives in addition to this Base Case, which 
will be discussed in the following chapter on “Scenarios”. 


10-Year Capital Funding Mix 

The 10-year capital funding mix is presented in the table below: 
Table 5: Capital Funding Mix 


Source 

Rm 

% 

Public & Developers' Contributions 

0 

0% 

Capital Grants 

436 

35% 

Financing 

435 

35% 

Cash Reserves and Funds 

365 

30% 

Capital Expenditure 

1 236 

100% 


The capital funding mix reflects the MTREF budget for the first 3 years. A 
gradual increase of capital expenditure thereafter is possible at a very 
unsatisfactory average annual growth rate of 3.4%. Due to the prevailing 
national fiscal constraint, not too much reliance should be placed on grant 
funding in future. 

The distribution of the funding mix is illustrated below: 
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Graph 31 : Distribution of Future Funding 
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The amount of annual external financing is estimated to be distributed as 
follows: 

Graph 32: Estimate of Future External Financing 



Liquidity and Capital Replacement Reserve 


For purposes of this report the minimum required liquidity level caters for 
unspent conditional grants, reserves, short term provisions, and 1 month 
working capital. The municipality’s liquidity will decline in future and will only 
reach the minimum required liquidity levels in 2026. The Liquidity Ratio will 
reach a low of 0.95:1 in 2021 before recovering again to 1.36:1 by the end of 
the 10-year planning period. 

Graph 33: Bank Balance vs Proposed Cash Backed Reserves 
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The demand on internally generated funds for capital expenditure will prevent 
a CRR to be fully funded for the duration of the planning period. A percentage 
of the depreciation charge can only be reserved after 2026. From an asset 
management perspective it would be prudent to budget for such a cash 
backed CRR in the medium term. 


Graph 34: Capital Replacement Reserve 



Gearing 


The ratio of Long Term Interest Bearing Liabilities to Income is illustrated in 
the graph below. A level of gearing of 35% (NT Norm is 45%) is regarded 
appropriate for Knysna. During the MTREF period Gearing increases slightly 
but never exceeds this threshold. Throughout the 10-year planning period the 
ratio remains in the range of 18% to 22%. The Debt Service Cover Ratio (Cash 
Generated by Operations / Debt Service) which should at least be 1:1 and 
preferably 2:1 reaches a minimum of 1.4:1 in 2019. 


Graph 35: Gearing 



% Interest Bearing Liabilities to Total Income: Forecast 
» » • % Interest Bearing Liabilities to Total Income: Benchmark 
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SCENARIOS 


ln addition to the Base Case, two other scenarios were assessed: 


TABLE 6: SCENARIOS 


SCENARIO 

DESCRIPTION 

1. 

Scenario 1: Base Case 

The MTREF Capex and funding mix is accepted, 
and future capex growth is determined by the 
model based on a funding mix that is informed by 
the MTREF funding mix. 

2. 

Scenario 2: Funding Mix 

10-Year Base Case Capex is accepted but the 


Adjusted 

funding mix is amended by accessing not more 
than R 15 m p.a. from internally generated funds 
in an attempt to boost liquidity. 

3. 

Scenario 3: Capex 

For the period up to 2022 the Capex and Funding 


maximised 

mix as determined in Scenario 2 is accepted, but 
the model is allowed to make adjustments after 
that period subject to liquidity and gearing 
constraints. 


ln all the scenarios the Grant sources remain the same, viz. R 436 million. The total 
10-year capex for scenario 2 (Funding Mix Adjusted) is the same as for the Base 
Case, viz. R 1 236 million, but with an amended funding mix. The total 10-year capex 
for scenario 3 (Capex maximised) is increased by R 75 million to R 1 311 million. 
This is presented in the table below. 


Table 7: 10-Year Capex and Funding Mix for Scenarios 


Source of Funds Scenario 1 Scenario 2 Scenario 3 



Amount 

Rm 

% 

Amount 

Rm 

% 

Amount 

Rm 

% 

Public & 

Developers' 

Contributions 

0 

0% 

0 

0% 

0 

0% 

Capital Grants 

436 

35% 

436 

35% 

436 

33% 

Financing 

435 

35% 

650 

53% 

710 

54% 

Cash Reserves 
and Funds 

365 

29% 

150 

12% 

165 

13% 

Cash Shortfall 

0 

0% 

0 

0% 

0 

0% 

TOTAL 

1 236 

100% 

1 236 

100% 

1 311 

100% 


The strain that liquidity experiences in the Base Case caused the assessment of 
alternative scenarios. The outcome is best illustrated by the graphs below: 
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Graphs 36 (a) to (r): Scenarios: Comparative 

Analysis 
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The graphs for the first 2 scenarios clearly indicate that the precarious liquidity 
position of the municipality can be rectified by amending the funding mix without 
changing the future capex. This may be achieved by increasing debt and limiting 
access to internally generated funding to R 15 million p.a. The cash balance in 
Scenario 2 is above the Minimum Required Liquidity Level throughout. As illustrated 
above, this is not the case in Scenario 1. 

The improvement of liquidity at the backend of the planning period allows an 
increase in capex funded by both loans and cash reserves as illustrated in Scenario 

3. 

The gearing and level of interest bearing liabilities is obviously higher in the 
Scenarios 2 and 3, but in all scenarios the gearing remains below the 35% threshold. 

The scenarios indicate that the over reliance on cash and reserves to fund capital 
expenditure will have negative consequences on liquidity. The impact may be 
lessened by changing the funding mix, by sourcing less cash and reserves and 
increasing borrowings. 

The additional interest paid in the case of Scenarios 2 and 3 will impact on the 
financial metrics such as accumulated accounting surplus and all other metrics 
summarised in Table 8 below. However, for the peace of mind that improved 
liquidity provides and the additional capex allowed in the case of Scenario 3, the 
burden on operating expenses is bearable. 

The financial ratios summarised in Table 9 to Table 11 also illustrate the improved 
liquidity in Scenario 2 and 3. The liquidity ratio is better than 1:1 throughout the 10- 
year period for both these scenarios. Even in the high debt scenario 3, the minimum 
Debt Service Cover Ratio is an acceptable 1.2:1. 


Table 8: 10-Year Outcome for Scenarios 



Scenario 

Scenario 

Scenario 

Outcome 

1 

10-Year 

Outcome 

2 

10-Year 

Outcome 

3 

10-Year 

Outcome 

Average annual % increase in 
Revenue 

5.7% 

5.7% 

5.7% 

Average annual % increase in 
Expenditure 

5.8% 

5.9% 

5.9% 

Accounting Surplus accumulated 
during Planning Period (Rm) 

R 543 

R 469 

R 449 

Operating Surplus accumulated 
during Planning Period (Rm) 

R 107 

R 33 

R 12 

Cash generated by Operations 
during Planning Period (Rm) 

R 766 

R 692 

R 675 

Average annual increase in Gross 
Consumer Debtors 

2.5% 

2.5% 

2.5% 

Capital investment programme 
during Planning Period (Rm) 

R 1 236 

R 1 236 

R1311 

External Loan Financing during 
Planning Period (Rm) 

R 435 

R 650 

R 710 

Cash and Cash Equivalents at the 
end of the Planning Period (Rm) 

R 199 

R 225 

R 184 
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Table 9: Scenario 1: Ratios 




1 

3 

5 

7 

9 

10 

Ratio 

Norm 

2017/18 

2019/20 

2021/22 

2023/24 

2025/26 

2026/27 

Cash Generated by Operations / Own Revenue 


18.6% 

10.6% 

13.0% 

13.4% 

14.1% 

14.5% 

Liquidity Ratio (Current Assets : Current Liabilities) 

1:1.5-1:2.0 

1 :1.37 

1:1.01 

1 :0.97 

1 :1.04 

1 :1.2 

1 :1.36 

Cash Surplus / Shortfall on Minimum Liquidity Requirements 


R 6 m 

-R 48 m 

-R 54 m 

-R 32 m 

R16 m 

R53 m 

Capital Expenditure / Total Expenditure 

10%-20% 

16.8% 

11.2% 

10.7% 

10.1% 

9.5% 

9.2% 

Total Debt (Borrowings) / Operating Revenue 

45% 

22% 

23% 

23% 

22% 

20% 

19% 

Debt Service Cover Ratio (Cash Generated by Operations / Debt Service) 


3.1 :1 

1.6:1 

2.1 :1 

2.1 :1 

2.1 :1 

2.1 :1 

Total Grants / Total Revenue 


23.6% 

15.8% 

14.9% 

14.7% 

14.4% 

14.3% 


Table 10: Scenario 2: Ratios 




1 

3 

5 

7 

9 

10 

Ratio 

Norm 

2017/18 

2019/20 

2021/22 

2023/24 

2025/26 

2026/27 

Cash Generated by Operations / Own Revenue 


18.0% 

9.8% 

12.0% 

12.5% 

13.2% 

13.6% 

Liquidity Ratio (Current Assets : Current Liabilities) 

1:1.5-1:2.0 

1 :1.52 

1 :1.3 

1 :1.26 

1 :1.25 

1 :1.26 

1 :1.36 

Cash Surplus / Shortfall on Minimum Liquidity Requirements 


R36 m 

R8 m 

R 11 m 

R30 m 

R58 m 

R78 m 

Capital Expenditure / Total Expenditure 

10%-20% 

16.7% 

11.1% 

10.6% 

10.0% 

9.4% 

9.1% 

Total Debt (Borrowings) / Operating Revenue 

45% 

26% 

31% 

32% 

31% 

28% 

26% 

Debt Service Cover Ratio (Cash Generated by Operations / Debt Service) 


2.6:1 

1.2:1 

1.4:1 

1.4:1 

1.4:1 

1.4:1 

Total Grants / Total Revenue 


23.6% 

15.7% 

14.9% 

14.6% 

14.4% 

14.3% 


Table 11: Scenario 3: Ratios 


Ratio 

Norm 

1 

2017/18 

3 

2019/20 

5 

2021/22 

7 

2023/24 

9 

2025/26 

10 

2026/27 

Cash Generated by Operations / Own Revenue 


18.0% 

9.8% 

12.0% 

12.4% 

12.7% 

13.0% 

Liquidity Ratio (Current Assets : Current Liabilities) 

1:1.5-1:2.0 

1 :1.52 

1 :1.3 

1 :1.26 

1 :1.21 

1 :1.14 

1 :1.17 

Cash Surplus / Shortfall on Minimum Liquidity Requirements 


R36 m 

R8 m 

R 11 m 

R24 m 

R33 m 

R36 m 

Capital Expenditure / Total Expenditure 

10%-20% 

16.7% 

11.1% 

10.6% 

10.7% 

10.6% 

10.5% 

Total Debt (Borrowings) / Operating Revenue 

45% 

26% 

31% 

32% 

32% 

31% 

30% 

Debt Service Cover Ratio (Cash Generated by Operations / Debt Service) 


2.6:1 

1.2:1 

1.4:1 

1.3:1 

1.2:1 

1.2:1 

Total Grants / Total Revenue 


23.6% 

15.7% 

14.9% 

14.6% 

14.4% 

14.3% 
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Predicted Ratios 


The Base Case predicted ratios are presented below. Although the model is not programmed to measure the ratios as required by National Treasury in all instances, it 
does provide comfort that the municipality is sustainable in future - on condition that it operates within the assumed benchmarks set in the financial plan. 


Table 12: Outcome of Future Ratio Analysis 


N.T.NORM 2018 2020 2022 2024 2026 2027 COMMENTS 

FINANCIAL position 

asset management 

R29 

Capital Expenditure / Total 

Expenditure 

10%-20% 

16.8% 

11.2% 

10.7% 

10.1% 

9.5% 

9.2% 

Capex in the early years is well within the 
proposed benchmark of between 10% and 

20% of Total Expenditure, but falls below that 
benchmark in the latter years. This can 
however be rectified if a Scenario such as #3 
is implemented. 

DEBTORS MANAGEMENT 

R4 

Gross Consumer Debtors Growth 


-1.4% 

0.6% 

2.5% 

3.8% 

5.0% 

5.4% 

The collection rate in Knysna fell behind due 
to the effects of the fire, but must improve 
again for the LTFP to be sustainable. All 
efforts must be put in place to ensure that a 
payment ratio in excess of 95% is achieved. 

R5 

Payment Ratio / Collection Rate 

95% 

96.0% 

96.0% 

96.0% 

96.0% 

96.0% 

96.0% 

LIQUIDITY MANAGEMENT 

R49 

Cash Coverage Ratio (excl Working 
Capital) 


2.9:1 

1.4:1 

1.3:1 

2:1 

3.1 :1 

3.8:1 

Liquidity is a major concern in this Base 

Case scenario, and all ratios return a 
negative picture during the early to middle 
years of the planning period. As illustrated in 
the paragraphs above, a change in the 
capital funding mix can improve liquidity. 

R50 

Cash Coverage Ratio (incl Working 
Capital) 


1.1 :1 

0.5:1 

0.5:1 

0.7:1 

1.1 :1 

1.4:1 

R51 

Cash Surplus / Shortfall on Minimum 
Liquidity Requirements 


R 6.1 m 

-R47.9 m 

-R 54.4 m 

-R 32.5 m 

R 15.9 m 

R 52.8 m 

R1 

Liquidity Ratio (Current Assets : 

Current Liabilities) 

1:1.5- 

1:2.0 

1 :1.37 

1 :1.01 

1 :0.97 

1 :1.04 

1 :1.2 

1 :1.36 

LIABILITY MANAGEMENT 

R45 

Debt Service as % of Total Operating 
Expenditure 

6%-8% 

4.8% 

5.6% 

5.5% 

5.9% 

6.2% 

6.3% 

The municipality has scope to increase its 
borrowings. However, for it to receive credit it 
must demonstrate financial discipline and 
manage its liquidity more prudently. 

R6 

Total Debt (Borrowings) / Operating 
Revenue 

45% 

21.5% 

23.1% 

22.7% 

21.8% 

20.0% 

18.8% 

R7 

Repayment Capacity Ratio 


1.67 

3.49 

2.58 

2.34 

2.00 

1.80 
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N.T. NORM 

2018 

2020 

2022 

2024 

2026 

2027 

COMMENTS 

R46 

Debt Service Cover Ratio (Cash 
Generated by Operations / Debt 

Service) 


3.1 :1 

1.6:1 

2.1 :1 

2.1 :1 

2.1 :1 

2.1 :1 


SUSTAINABILITY 


Net Financial Liabilities Ratio 

< 60% 

28.9% 

38.7% 

39.2% 

36.3% 

30.8% 

27.1% 

The Operating Surplus Ratio that is negative 


Operating Surplus Ratio 

0% -10% 

-1.0% 

-1.3% 

0.9% 

1.7% 

2.7% 

3.3% 

during the early years of the planning period 
does turn positive during the latter years. 


Asset Sustainability Ratio 

> 90% 

175.4% 

121.1% 

121.8% 

123.3% 

125.4% 

126.6% 


FINANCIAL PERFORMANCE 


EFFICIENCY 

R42 

Net Operating Surplus / Total Operating 
Revenue 

>= 0% 

7.1% 

3.0% 

4.9% 

5.5% 

6.4% 

6.9% 

For the electricity surplus to be increasing 
again in future the municipality should ensure 
that its tariffs are adjusted accordingly. 

R43 

Electricity Surplus / Total Electricity 
Revenue 

0% -15% 

32.5% 

30.0% 

34.1% 

35.3% 

36.5% 

37.1% 

REVENUE MANAGEMENT 

R8 

Increase in Billed Income p.a. (R'm) 


R22.6 m 

R43.6 m 

R48.5 m 

R 57.2 m 

R 68.1 m 

R 74.5 m 

Billed income is above the assumed inflation 
rate due to an increase in quantities of services 
sold as well as increase in tariffs. The national 
fiscal constraints will necessitate that the 
municipality strengthens its ability to generate 
cash from own revenue. 

R9 

% Increase in Billed Income p.a. 

CPI 

4.4% 

7.5% 

7.2% 

7.4% 

7.6% 

7.7% 

R12 

Operating Revenue Growth % 

CPI 

4.5% 

4.0% 

7.6% 

7.3% 

7.6% 

7.8% 

R47 

Cash Generated by Operations / Own 
Revenue 


18.6% 

10.6% 

13.0% 

13.4% 

14.1% 

14.5% 

R48 

Cash Generated by Operations / Total 
Operating Revenue 


15.3% 

9.3% 

11.5% 

11.9% 

12.5% 

12.8% 

EXPENDITURE MANAGEMENT 

R30 

Contribution per Expenditure Item: Staff 
Cost (Salaries, Wages and Allowances) 

25% - 40% 

23.0% 

27.5% 

28.2% 

28.2% 

28.3% 

28.4% 

Employee related costs are at the lower end of 
the proposed norm although increasing over 
time and Contracted Services as a % of Total 
Expenditure is well within the norm. 


Contribution per Expenditure Item: 
Contracted Services 

2%-5% 

3.1% 

3.3% 

3.4% 

3.4% 

3.4% 

3.5% 

GRANT DEPENDENCY 

R10 

Total Grants / Total Revenue 


23.6% 

15.8% 

14.9% 

14.7% 

14.4% 

14.3% 

The municipality's dependence on transfers 
from other spheres of government is never 
entirely eliminated. It is however essential to try 
and reduce such dependence in future. 

R11 

Own Source Revenue to Total Operating 
Revenue 


82.6% 

87.9% 

88.5% 

88.6% 

88.7% 

88.8% 


Capital Grants to Total Capital 

Expenditure 


39.8% 

33.6% 

34.0% 

35.1% 

36.2% 

36.7% 
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OllTCOME OF THE INDEPENDENT FlNANCIAL ASSESSMENT 


Knysna Municipality managed to realise an accounting profit of R59.3 million 
during FY2017. Should capital grants be excluded from total income, the 
operating income for the year reflects R762.1 million, against operating 
expenses of R762.5 million. The result of this was an operating deficit of R0.3 
million for FY2017. 

The decrease in revenue from property rates of R5.7 million (2.9%), impacted 
negatively on the billed income of Knysna, which grew by only 2%. In addition, 
conditional operating grants decreased by R38.1 million (48.9%) in FY2017. 
Staff cost (being Knysna’s largest expense item) increased by 12% during the 
year, while the repairs and maintenance expense increased by 34% to R61.2 
million. 

Notwithstanding Knysna’s inability to post operating surpluses in FY2017, it 
managed to generate R44.8 million in cash from its operations by effectively 
managing its working capital. The impact of this was an increase in creditors 
of R21.0 million (19.7%), which was the main reason for the R24.6 million 
(19.3%) increase in current liabilities. Net consumer debtors decreased by 
R9.0 million (10.0%), due the effect of an increase in the provision for doubtful 
debt of R32.7 million (45.2%) to R105.0 million as at FYE2017. 

Of concern, gross debtors still increased by R23.6 million (14.6%), 
notwithstanding the low increase in billed income. This was due to a very low 
collection rate of 91% which is not sustainable over the longer term. This 
resulted in ageing of the consumer debtors’ book and the provision for doubtful 
debt is not sufficient to cover the debtors older than 90 days, which, at R131.3, 
represents 70.6% of gross consumer debtors. 

Knysna’s determination to improve its liquidity and cash position is evident in 
the liquidation of its non-current investments to the value of R27.2 million 
during FY2017. In addition, Knysna took up external borrowing of 
R36.6 million during FY2017 to part-fund its conservative capital expenditure 
programme of R96.2 million in FY2017. The balance of R60 million (62.4%) in 
capex funding was sourced from capital grants, while Knysna did not utilise 
any of its own cash. R1.3 million in cash was generated from the sale of fixed 
assets in FY2017. 


This concerted effort to improve the liquidity and cash position of the 
municipality is further evidenced in an improved liquidity ratio of 1.66 as at 
FYE2017, compared to 1.61 as at FYE2016 and the cash coverage ratio that 
improved from 0.8 as at FY2016 to 0.9 as at FYE2017. 

Notwithstanding these efforts by management, Knysna is still R5.2 million 
short of its minimum liquidity required, but positively, the capital replacement 
reserve increased from R5.0 million as at FYE2016 to R19.9 million as at 
FYE2017. 

The gearing ratio of Knysna, at 19%, is still well within acceptable benchmarks 
and the debt service cover ratio of 1.88 indicates that the current level of 
borrowing is affordable and that the municipality may have additional 
borrowing capacity. 

Management needs to focus its efforts on profitability, collection of all monies 
owed to the municipality and funding its capital programme from sources other 
than own funds in order to further boost its liquidity position. Furthermore, the 
municipality needs to be cognisant of the impact that working capital 
management may have on the creditors balance. 


Strengths 

• Healthy liquidity ratio of 1.66 (above the norm of 1.5:1). 

• Relatively low gearing ratio of 19% with additional borrowing capacity. 

• Ability to generate cash from operations. 

• Improvements in cash coverage ratio. 

• Increase in cash backed capital replacement reserve. 
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Weaknesses 


• Low collection rate at 91 %. 

• Continued increase in gross consumer debtors greater than 90 days. 

• Provision for doubtful debts does not cover the gross consumer 
debtors greater than 90 days. 

• Operational expenditure is growing at a higher rate than operational 
income resulting in a further decline in the net operating surplus 
margin and the realisation of an operating deficit in FY2017. Staff cost 
increased by a high 12% from FY2016 to FY2017. 

• Cash shortfall on minimum liquidity requirements i.e. Knysna cannot 
cover its minimum liquidity requirements (unspent conditional grants, 
short term provisions, funds, reserves and trust funds (cash backed) 
and working capital provision (one month’s operating expenditure) 
from unencumbered cash and cash equivalents. 
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OllTCOME OF THE FUTURE PREDICTIONS 


The latest version of IPM’s Municipal Financial Model was populated with the 
latest available financial, demographic and economic data of Knysna and 
calibrated against the municiplity’s 2017/18 MTREF. Due to the incremental 
adjustments made on the model each year we always place more reliance on 
the latest outcome, i.e. this 2017 Estimate. 

The 2027 forecast Real Revenue per Capita is above the expected revenue per 
capita based on research done for municipalities with similar size economies and 
population sizes, but slightly lower than the levels of 2017. Compared to a 
selection of municipalities in the Western Cape the household bill for a basket of 
services is slightly higher than the median of these bills. Total revenue growth 
approximates the consumer inflation rate, but efforts should be put in place to 
increase such revenue by facilitating local economic development. Largely due 
to a disappointing economic growth rate recently and a high unemployment rate 
the Municipal Revenue Risk Indicator (MRRI) is “High”. The municipality’s 
collection rate was compromised in the period following the Knysna fire and all 
efforts must be put in place to recover the rate to above 95% in future to ensure 
financial sustainability. 

During the preparation of the Long Term Financial Plan in 2017, the 10-year 
capital investment demand was estimated to amount to approximately R 7 353 
million. The MTREF capital budget records an amount of R 379 million for the 3- 
year period up to 2019/20. The capital demand is clearly not affordable for the 
municipality. Furthermore, the municipality expects to source a third of the funds 
during the MTREF period, or R 127 million, from cash and reserves. This will 
compromise Knysna’s liquidity from which it will only recover in a number of 
years’ time. The impact may be lessened by reducing capex and changing the 
funding mix, by sourcing less of its internally generated funds and borrowing 
more. 

The municipality’s liquidity position will decline rapidly during the MTREF period 
and only recover again from 2021 onwards subject to disciplined future financial 
management. The minimum liquidity requirement will however only be reached 
in 2026. The funding of a cash backed capital replacement reserve (“CRR”) is 
recommended, but the available cash expected in future will only allow this at 
the backend of the 10-year planning period. 


As demonstrated in the scenario analysis, liquidity may be improved if a smaller 
amount is accessed from cash and reserves and more from borrowings. The 10- 
year Base Case capex amount of R 1 236 million may be achieved within the 
liquidity and gearing benchmarks by limiting the sourcing of cash and reserves 
for capex to R 15 million per year and increasing borrowings accordingly. 

As was demonstrated by the events of the Knysna fire, a great variation of 
financial outcome for a realistic range of input variables is possible. It is therefore 
also possible that future performance will provide a different outcome to the base 
case scenario in this report. Future financial sustainability will to a large extent 
depend on disciplined financial management and a quick response by the 
Council to changed circumstances. 

An analysis of the projected financial ratios reveals the precarious liquidity 
situation that the municipality is entering in the immediate future. It is essential 
that the municipality recover its revenue generation growth by growing its surplus 
margin on the sale of electricity, increase its collection rate and facilitate 
economic development in an attempt to have more households migrate to the 
rates paying category. The ratio analysis also reveals that there is sufficient 
scope to increase borrowings without compromising liability metrics. 

In the brief to IPM the CFO asked very specifically that the limit on borrowings 
during the next 3-5 years is addressed. 

We respond as follows: 

1. Knysna should set itself the objective to safeguard its liquidity by 
ensuring that its unencumbered cash and cash equivalents do not 
fall below the minimum liquidity requirements, defined for this 
purpose as the sum of the following amounts, viz. (i) unspent 
conditional grants, (ii) current provisions (iii) statutory reserves 
and funds and (iv) 1 month working capital. 

2. Based on our estimates this would amount to a reduction of the 
amounts of funding accessed from cash and reserves to a 
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maximum of R 15 million p.a. for at least the MTREF period up to 
2019/20 to be reviewed annually. 

3. Assuming that the transfers and capital grants expected from other 
spheres of government remain as budgeted in the MTREF, the 
borrowings can then be increased. 

4. We estimate that borrowing for the next 5 years could amount to 
the following amounts, without compromising financial liability 
metrics, but subject to the municipality’s credit worthiness not 
declining due to ill-disciplined financial management and the 
proceeds of the loans being applied towards infrastructure 
projects that promote the delivery of basic services: 


_ 

Year 2017/18 2018/19 2019/20 2020/21 2021/22 


“ gs «• « « « « 

*Note: KM has invited a financing tender for R35m. KM should avoid 
sourcing more than R15m from internal resources for capex and rather 
increase borrowings to the maximum of either R 80 million or the difference 
required to fund capex for 2017/18. 

5. A long term outcome akin to Scenario 3, which allows the 
maximisation of capex, subject to the liquidity objective set out 
above, should be achievable. 

6. Further enhancements may be achieved by structuring the loans, 
allocating the proceeds to dedicated projects, accessing 
concessionary funding (sweetened by a percentage grant funding) 
and introducing appropriate grace periods, loan tenors and 
repayment profiles. 
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ANNEXURE 1: ROJECTED FINANCIAL STATEMENTS 


Municipal Financial Model - Knysna Municipality 
Statement of Financial Performance 


Model year 

Financial year (30 June) 

R thousands 

1 

2018 

2 

2019 

3 

2020 

4 

2021 

5 

2022 

6 

2023 

7 

2024 

8 

2025 

9 

2026 

10 

2027 

Revenue 

Property rates 

188 104 

209 746 

226 316 

250 059 

268 310 

288 496 

310813 

335 471 

362 682 

392 649 

Service Charges 

345 773 

362 258 

388 876 

416 058 

445 815 

477 727 

512 021 

549 081 

589 304 

633 107 

Rental of facilities and equipment 

6 328 

6 693 

7 087 

7 500 

8 033 

8 603 

9214 

9 873 

10 588 

11 366 

Interest earned -external investments 

5 843 

5 009 

3 460 

2 487 

2 236 

2 803 

3 746 

5 032 

6 881 

9 269 

Interest earned - outstanding debtors 

3 541 

3 745 

3 967 

4 200 

8 992 

9 300 

9 649 

10 033 

10 443 

10 868 

Dividends received 

- 

- 

- 

- 

- 

- 

- 

- 

- 

- 

Fines, penalties and forfeits 

98 429 

98 799 

99 013 

101 000 

108 184 

115 849 

124 078 

132 961 

142 590 

153 060 

Licencesand permits 

1 482 

1 569 

1 661 

1 761 

1 900 

2 069 

2 269 

2 501 

2 765 

3 062 

Agencyservices 

2 763 

2 923 

3 095 

3 234 

3 464 

3710 

3 973 

4 258 

4 566 

4 901 

Transfers and subsidies (operating) 

138 883 

113 085 

102 189 

103 579 

110 650 

118 193 

126 292 

135 035 

144 515 

154 823 

Other revenue 

4 479 

4 738 

5016 

5 300 

5 677 

6 079 

6 511 

6 977 

7 482 

8 032 

Gain on disposal of PPE 

500 

500 

500 

500 

572 

653 

745 

850 

970 

1 107 

Revaluation on investment propertygain / (loss) 

— 

— 

— 

— 

— 

— 

— 

— 

— 

— 

Total revenue before Capital Grants 

796 125 

809 065 

841 180 

895 678 

963 833 

1 033 481 

1 109 311 

1 192 072 

1 282 785 

1 382 244 

Capital Grants 

64 576 

34 509 

35 972 

37 000 

38 850 

40 793 

42 832 

44 974 

47 222 

49 584 

Public & developers contributions 

- 

- 

- 

- 

- 

- 

- 

- 

- 

- 

Total Revenue after Capital Grants 

860 701 

843 574 

877 152 

932 678 

1 002 683 

1 074 274 

1 152 143 

1 237 045 

1 330 008 

1 431 827 

Operating expenditure 

Employee related costs 

214 483 

240 320 

254 520 

273 609 

291 306 

310310 

330 852 

353 180 

377 549 

6.1% 

404 225 

Remuneration of councillors 

8 302 

8 746 

9 263 

9819 

10 356 

10 928 

11 542 

12 205 

12 925 

13 709 

Debt impairment 

83 618 

85 391 

87 269 

90 575 

97 042 

103 978 

111 451 

119 542 

128 334 

137 913 

Depreciation and asset impairment 

34 034 

38 832 

41 503 

43913 

46 360 

48 884 

51 481 

54 149 

56 888 

59 699 

Finance charges 

19 581 

21 131 

22 619 

24 016 

25 509 

27 208 

28 927 

30 447 

31 982 

33 172 

Bulk purchases 

157 625 

170 235 

183 854 

191 814 

200 783 

213 985 

228 048 

243 122 

259 357 

276 908 

Other Materials 

31 746 

33 587 

35 567 

37 701 

41 534 

45 742 

50 384 

55 524 

61 233 

67 590 

Contracted services 

30 276 

29 955 

31 723 

33 626 

36 017 

38 569 

41 309 

44 267 

47 472 

50 958 

Transfers and subsidies 

2 280 

2412 

2 555 

2 700 

2 892 

3 097 

3317 

3 554 

3812 

4 092 

Other expenditure 

222 388 

197 214 

183 110 

190 000 

203 514 

217 933 

233 414 

250 124 

268 238 

287 934 

Loss on disposal of PPE 

- 

- 

- 

- 

- 

- 

- 

- 

- 

- 

Total Expenditure 

804 333 

827 824 

851 983 

897 773 

955 312 

1 020 633 

1 090 724 

1 166 114 

1 247 792 

1 336 200 

Suplus/ (Shortfall) forthe year 

56 367 

15 750 

25 169 

34 905 

47 370 

53 641 

61 419 

70 931 

82 215 

95 627 
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Municipal Financial Model - Knysna Municipality 
Statementof Financial Position 


Model year 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

Financial year (30 June) 

2018 

2019 

2020 

2021 

2022 

2023 

2024 

2025 

2026 

2027 

R thousands 











Non-currentassets: 

1 184 181 

1 254 948 

1 320 508 

1 387 250 

1 455 260 

1 524 589 

1 595 296 

1 667 445 

1 741 108 

1 816 357 

Property, plantand equipment 

1 057 471 

1 128 238 

1 193 798 

1 260 540 

1 328 550 

1 397 879 

1 468 586 

1 540 735 

1 614 397 

1 689 647 

Intangible assets 

170 

170 

170 

170 

170 

170 

170 

170 

170 

170 

Investment properties 

77 004 

77 004 

77 004 

77 004 

77 004 

77 004 

77 004 

77 004 

77 004 

77 004 

Investments 

- 

- 

- 

- 

- 

- 

- 

- 

- 

- 

Long-term receivables 

30 349 

30 349 

30 349 

30 349 

30 349 

30 349 

30 349 

30 349 

30 349 

30 349 

Other non-current assets 

19 188 

19 188 

19 188 

19 188 

19 188 

19 188 

19 188 

19 188 

19 188 

19 188 

Currentassets: 

217 223 

182719 

164 475 

160 575 

171 228 

188 001 

209 822 

239 929 

277 227 

324 789 

Inventories 

11 836 

10 750 

10 185 

10 605 

11 413 

12 281 

13218 

14 236 

15 345 

16 559 

T rade and other receivables 

109 068 

109 068 

109 068 

109 068 

109 068 

109 068 

109 068 

109 068 

109 068 

109 068 

Cash &Shortterm investments 

96 318 

62 901 

45 222 

40 901 

50 746 

66 652 

87 536 

116 625 

152 814 

199 163 


TOTAL ASSETS 

1 401 404 

1 437 667 

1 484 983 

1 547 824 

1 626 488 

1 712 590 

1 805 118 

1 907 374 

2 018 335 

2141 147 

Municipal Funds: 

954 182 

969 932 

995 101 

1 030 006 

1 077 377 

1 131 017 

1 192 436 

1 263 367 

1 345 583 

1 441 210 

Housing developmentfund &OtherCash Backed Reserves 

- 

- 

- 

- 

- 

- 

- 

- 

- 

- 

Reserves (NotCash Backed) 

36 851 

36 851 

36 851 

36 851 

36 851 

36 851 

36 851 

36 851 

36 851 

36 851 

Accumulated surplus 

917331 

933 081 

958 250 

993 156 

1 040 526 

1 094 166 

1 155 586 

1 226 517 

1 308 732 

1 404 359 

Non-current liabilities: 

288 296 

307 654 

327 670 

349 587 

371 691 

391 147 

410 483 

426 868 

441 290 

461 754 

Long-term liabilities (Interest Bearing) 

149 180 

158 800 

168 396 

179 211 

189 531 

196 521 

202 709 

205 264 

205 174 

210 444 

Non-current provisions 

139116 

148 854 

159 274 

170 376 

182 160 

194 626 

207 774 

221 604 

236 116 

251 310 

Current liabilities: 

158 926 

160 081 

162 212 

168 232 

177 420 

190 426 

202 198 

217 139 

231 461 

238 183 

Consumerdeposits 

12 075 

12 901 

13 744 

14 600 

15471 

16 357 

17 259 

18 177 

19113 

20 068 

Provisions 

26 612 

28 475 

30 468 

32 591 

34 844 

37 227 

39 740 

42 383 

45156 

48 059 

T rade and other payables 

98 095 

93 519 

92 085 

93 856 

97 426 

101 831 

106 388 

111 133 

116103 

121 325 

Bankoverdraft 

- 

- 

- 

- 

- 

- 

- 

- 

- 

- 

Current portion ofinterest bearing liabilities 

22 144 

25186 

25915 

27 185 

29 679 

35 010 

38 812 

45 446 

51 089 

48 730 


TOTAL MUNICIPAL FUNDS AND LIABILTIES 


1 401 404 1 437667 1 484983 1 547 824 1 626488 1 712590 1 805 118 1 907 374 2018335 2 141 147 
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Municipal Financial Model - Knysna Municipality 
Cash FlowStatement 


Model year 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

Financial year (30 June) 

2018 

2019 

2020 

2021 

2022 

2023 

2024 

2025 

2026 

2027 

R thousands 











Cash flows from Operatinq Activities 











Suplus/Deficitfor the year includinq Capital Grants 

56 367 

15 750 

25 169 

34 905 

47 370 

53 641 

61 419 

70 931 

82 215 

95 627 

Suplus/Deficitfor the vear excludinp Capital Grants & Contributions 

(8 209) 

(18 759) 

(10 803) 

(2 095) 

8 520 

12 848 

18 587 

25 957 

34 993 

46 043 

Capital Grants & Contributions 

64 576 

34 509 

35 972 

37 000 

38 850 

40 793 

42 832 

44 974 

47 222 

49 584 

Adjustments for non-cash items: 

Depreciation, amortisation and impairment loss 

34 034 

38 832 

41 503 

43 913 

46 360 

48 884 

51 481 

54 149 

56 888 

59 699 

Revaluation on investment property (gain)/loss 

- 

- 

- 

- 

- 

- 

- 

- 

- 

- 

Increase / (Release from) current provisions & non-interest bearing liabilities 

166 

1 863 

1 993 

2 123 

2 253 

2 383 

2513 

2 643 

2 773 

2 903 

Increase / (Release from) other non-current provisions & non-interest bearing liabilities 

8 944 

9 738 

10 420 

11 102 

11 784 

12 466 

13 148 

13 830 

14512 

15 194 

(Increase) / Release from non-current interest bearing assets 

- 

- 

- 

- 

- 

- 

- 

- 

- 

- 

Capitalised interest 

— 

— 

— 

— 

— 

— 

— 

— 

— 

— 

Operating surplus before working capital changes: 

99 512 

66 183 

79 085 

92 043 

107 767 

117 374 

128 561 

141 553 

156 389 

173 423 

Change in W/C Investment 

22 409 

(3 489) 

(869) 

1 350 

2 762 

3 538 

3619 

3 728 

3 860 

4 009 

(lncrease)/decrease in inventories 

(3 744) 

1 087 

565 

(420) 

(808) 

(868) 

(937) 

(1 018) 

(1 110) 

(1 213) 

(lncrease)/decrease accounts receivable 

27 632 

- 

- 

(0) 

- 

- 

- 

- 

- 

0 

lncrease/(decrease) in trade payables 

(1 479) 

(4 576) 

(1 434) 

1 770 

3 570 

4 406 

4 556 

4 746 

4 970 

5 222 


Net cash flowfrom Operating activities 

121 921 

62 693 

78 216 

93 393 

110 529 

120 912 

132 180 

145 281 

160 249 

177 431 

Cash flows from Investinq Activities 











Capital expenditure 

(162 241) 

(109 599) 

(107 063) 

(110 655) 

(114 370) 

(118213) 

(122 188) 

(126 299) 

(130 551) 

(134 949) 

Decrease/(lncrease) in non-current receivables 

- 

- 

- 

- 

- 

- 

- 

- 

- 

- 

(Additions) / Disposals of investment property 

- 

- 

— 

— 

— 

— 

— 

— 

- 

- 

Net cash flowfrom Investing activities 

(162 241) 

(109 599) 

(107 063) 

(110 655) 

(114 370) 

(118213) 

(122 188) 

(126 299) 

(130 551) 

(134 949) 

Cash flows from Financinq Activities 











New loans raised 

46 917 

34 806 

35 511 

38 000 

40 000 

42 000 

45 000 

48 000 

51 000 

54 000 

Loans repaid 

(19 266) 

(22 144) 

(25 186) 

(25 915) 

(27 185) 

(29 679) 

(35 010) 

(38 812) 

(45 446) 

(51 089) 

(Decrease) / Increase in consumer deposits 

774 

826 

843 

856 

871 

886 

901 

918 

936 

955 

Net cash flowfrom Financing activities 

28 425 

13 488 

11 168 

12 941 

13 686 

13 207 

10 891 

10 106 

6 490 

3 866 

Change in Cash 

(11 895) 

(33 417) 

(17 679) 

(4 321) 

9 845 

15 906 

20 883 

29 089 

36 189 

46 349 

Cash/(Overdraft), Beginning 

108213 

96 318 

62 901 

45 222 

40 901 

50 746 

66 652 

87 536 

116 625 

152 814 

Cash/(Overdraft), Ending 

96318 

62 901 

45 222 

40 901 

50 746 

66 652 

87 536 

116 625 

152 814 

199 163 
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SUPPLY CHAIN MANAGEMENT POLICY 


The Supply Chain Management Policy, adopted in terms of Section 111 of the Local Government: 
Municipal Finance Management Act, No. 56 of 2003 and the Municipal Supply Chain Management 
Regulations, Notice 868 of 30 May 2005; 


Council resolves in terms of Section 111 of the Local Government Municipal Finance Management Act 
(No. 56 of 2003), to adopt the following as the Supply Chain Management Policy of the Knysna Local 
Municipality: 
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1. Definitions 


In this Policy, unless the context otherwise indicates, a word or expression to which a meaning has 
been assigned in the Municipal Finance Management Act, no 56 of 2003, has the same meaning 
as in the Act, and - 


“Accounting Officer” 

in relation to a Municipality means the Municipal Manager as described in 

Section 60 ofthe Local Government: Municipal Finance Management Act, no 

56 of 2003 as well as Section 82 of the Municipal Structures Act, no 117 of 

1998. 

“Bid” 

means a written offer in a prescribed or stipulated form in response to an 
invitation by an organ of state for the provision of services, works or goods 

“Close Family Member” 

means: 

(i) spouse or partner, 

(ii) child, 

(iii) parent 

“Close Members of the Family for 
GRAP Disclosure” 

means those family members who may be expected to influence, or be 
influenced by that person in their dealings with the entity. As a minimum, a 
person is considered to be a close member of the family of another person if 
they: 

(a) are married or live together in a relationship similarto a marriage; or 

(b) are separated by no more than two degrees of natural or legal 
consanguinity or affinity. 

“Competitive Bidding Process” 

means a competitive bidding process referred to in paragraph 12 (1) (d) of this 
Policy; 

“Competitive Bid” 

means a bid in terms of a competitive bidding process; 

“Consultants” 

means consulting firms, engineering firms, legal firms, construction managers, 
managementfirms, procurement agents, inspection agents, auditors, other 
multinational organizations, investments and merchant banks, universities, 
research agencies, government agencies, non-governmental (NGO’s) and 
individuals. 

“contract” 

means the agreement that results from the acceptance of a bid by the 
Municipality; 

“Contract Manager” 

means the official within a specific department, responsible for all day to day 
activities (including performance management and dispute resolution) during 
the life cycle of the contract (with delegated powers to perform this function), as 
the contract champion. The Contract Manager can also be seen as the Budget 
holder accountable for expenditure from, and income to, particular budget. 

“Contract Owner” 

means the official who is, as the owner of a budget vote, ultimately accountable 
for all the activities during the life cycle of a contract. 

“delegation” 

in relation to a duty, includes an instruction a request to perform, or to assist in 
performing the duty. 
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“Emergency” 

means a serious, unexpected, unforeseen and potentially dangerous and 
damaging situation requiring immediate action and which is not due to a lack of 
planning. 

“Exceptional Case” 

means unusual not typical circumstances where it is impractical or impossible 
in practice to follow procurement processes. 

“Final Award” 

in relation to bids or quotations submitted for a contract, means the final 
decision on which bid or quote to accept; 

“Formal Written Price Quotation” 

means quotations referred to in Section 12 (1) (c) of this Policy; 

“Head of Department” 

means a person in the employment of Knysna Municipality who heads a 
department or who reports to the Municipal Manager 

“IDP” 

means Integrated Development Plan 

“In the service of the State” 

means to be - 

(a) amemberof- 

i) any municipal council; 

ii) any provincial legislature; or 

iii) the National Assembly or the National Council of Provinces; 

(b) a member of the board of directors of any municipal entity; 

(c) an official of any municipality or municipal entity; 

(d) an employee of any national or provincial department, national or 
provincial public entity or constitutional institution within the meaning of 
the Public Finance Management Act, 1999 (Act No.1 of 1999); 

(e) an executive member of the accounting authority of any national or 
provincial public entity; or 

(f) an employee of Parliament or a provincial legislature; 

“Irregular Expenditure” 

For the purpose of this Policy means expenditure incurred by the municipality 
in contravention of, orthat is not in accordance with, a requirement of the 

Supply Chain Management Policy of the municipality, and which is not been 
condoned in terms of the Policy 

“Long Term Contract” 

means a contract with a duration period exceeding one year; 

“List of Accredited Prospective 

means the list of accredited prospective providers which the municipality must 

Providers” 

keep in terms of Section 14 of this Policy; 

“Municipality” 

means Knysna Local Municipality 

“Municipal Systems Act” 

means the Local Government: Municipal System Act 32 of 2000 

“Notice Boards” 

means the official notice boards at the municipal offices, libraries and any 
notice boards at the dedicated directorates 

“Other Applicable Legislation” 

means any other legislation applicable to municipal supply chain management, 
including - 

a) the Preferential Procurement Policy Framework Act, 2000 (Act No. 5 of 
2000); 
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b) the Broad-Based Black Economic Empowerment Act, 2003 (Act No. 53 of 
2003); 

c) the Construction Industry Development Board Act, 2000 (Act No.38 of 

2000); 

d) the Local Government: Municipal Finance Management Act, 2003 (Act No. 
56 of 2003); 

e) the Local Government: Municipal Systems Act, 2000 (Act No 32 of 2000); 

f) the Local Government: Municipal Structures Act, 1998 (Act No. 117 of 

1998); 

g) the Prevention and Combating of Corrupt Activities Act, 2000 (Act No. 12 
of 2004); 

h) the Local Government: Municipal Finance Management Act, 2003 (Act No. 
56 of 2003): Municipal Supply Chain Management Regulations; 

i) the Preferential Procurement Regulations, 2017 

j) the Competitions Act 1998 (Act No. 89 of 1998) 

“Policy” 

means the Supply Chain Management Policy of the Knysna Local Municipality 

“Quotation” 

means a stated price that a supplier expects to receive for the provision of 
specified services, works or goods; 

“Sole Supplier” 

means the only supplier in the South African market that can provide a 
particular product or service; 

“supply chain management 

includes the Chief Financial Officer, the Flead of the Budget and Treasury 

practitioners” 

Office and the Head of Supply Chain Management; 

“Tender” 

means ‘bid’ or ‘quotation’ in relation to ‘Tender Box’ 

“Treasury Guidelines” 

means any guidelines on supply chain management issued by the Minister in 
terms of Section 168 of the Act; 

“validity period” 

means the period for which a bid is to remain valid and binding as stipulated in 
the relevant tender document. The validity period for all Knysna tenders will be 
until the day the tender is awarded. 
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CHAPTER1 

ESTABLISHMENT AND IMPLEMENTATION OF SUPPLY CHAIN MANAGEMENT POLICY 

2. Supply Chain Management Policy 

(1) The Knysna Municipality resolved in terms of Section 111 of the Municipal Finance Management 
Act, No. 56 of 2003, to have and implement a Supply Chain Management Policy that: 

a) gives effect to - 

i) Section 217 of the Constitution; and 

ii) Part 1 of Chapter 11 and other applicable provisions of the Act; 

b) is fair, equitable, transparent, competitive and cost effective; 

c) complies with - 

i) the Regulations; and 

ii) any minimum norms and standards that may be prescribed in terms of Section 168 of the 
Act; 

d) is consistent with other applicable legislation; 

e) does not undermine the objective for uniformity in supply chain management systems 
between organs of state in all spheres; 

f) is consistent with national economic policy concerning the promotion of investments and 
doing business with the public sector; 

g) applies the highest ethical standards; 

h) promotes local economic development; and 

i) assign responsibility for the implementation of the policy to the Accounting Officer of the 
Municipality. 

(2) The Municipality may not act otherwise than in accordance with this Supply Chain Management 
Policy when: 

(a) procuring goods or services; 

(b) disposing of goods no longer needed; 

(c) selecting contractors to provide assistance in the provision of municipal services otherwise 
than in circumstances where Chapter 8 of the Municipal Systems Act applies; or 

(d) selecting external mechanisms referred to in Section 80 (1) (b) of the Municipal Systems Act 
forthe provision of municipal services in circumstances contemplated in Section 83 of that 
Act. 

(3) This Policy, except where provided otherwise, does not apply in respect of the procurement of 
goods and services contemplated in Section 110(2) of the Act, including - 

(a) water from the Department of Water Affairs or a public entity, another municipality or a 
municipal entity; and 

(b) electricity from Eskom or another public entity, another municipality or a municipal entity. 

3. Amendment of the Supply Chain Management Policy 

(1) The Accounting Officer must - 

(a) at least annually review the implementation of this Policy; and 
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(b) when the Accounting Officer considers it necessary, submit proposals for the amendment of 
this Policy to the Council. 

(2) If the Accounting Officer submits proposed amendments to the council that differs from the model 
policy issued by the National Treasury, the Accounting Officer must - 

(a) ensure that such proposed amendments comply with the Regulations; and 

(b) report any deviation from the model policy to the National Treasury and the Provincial 
Treasury. 

(c) When amending this Supply Chain Management Policy the need for uniformity in supply chain 
practices, procedures and forms between organs of state in all spheres, particularly to promote 
accessibility of supply chain management systems for small businesses must be taken into 
account. 

(d) The Accounting Officer must, in terms of Section 62(1) (f) (i) of the Act, take all reasonable 
steps to ensure that the Municipality has and implements this Supply Chain Management 
Policy. 


4. Delegation of supply chain management powers and duties 

(1) The council hereby delegates all powers and duties to the Accounting Officer which are 
necessary to enable the Accounting Officer - 

(a) to discharge the supply chain management responsibilities conferred on the Accounting 
Officer in terms of - 

(i) Chapter 8 of the Act; and 

(ii) the Supply Chain Management Policy. 

(b) to maximize administrative and operational efficiency in the implementation of this Policy; 

(c) to enforce reasonable cost-effective measures for the prevention of fraud, corruption, 
favouritism and unfair and irregular practices in the implementation of this Policy; and 

(d) to comply with his or her responsibilities in terms of Section 115 and other applicable 
provisions of the Act. 

(2) Section 79 of the Act applies to the sub-delegation of powers and duties delegated to an 
Accounting Officer in terms of Sub-Section (1). 

(3) The Council or Accounting Officer may not sub-delegate any supply chain management powers 
or duties to a person who is not an official of municipality or to a committee which is not 
exclusively composed of officials of the municipality. 

(4) Section 4(3) may not be read as permitting an official to whom the power to make final awards 
has been delegated, to make a final award in a competitive bidding process otherwise than 
through the committee system provided for in Section 26 of this Policy. 


5. Sub-delegations 

(1) The Accounting Officer may in terms of Section 79 of the Act sub-delegate any supply chain 
management powers and duties, including those delegated to the Accounting Officer in terms of 
this Policy, but any such sub-delegation must be consistent with Sub-Section (2) of this Section 
and Section 4 of this Policy. 

(2) The power to make a final award - 

(a) above R10 million may not be sub-delegated by the Accounting Officer; 

(b) above R2 million, but not exceeding R10 million, may be sub-delegated but only to - 

(i) the Chief Financial Officer; 

(ii) a Head of Department; or 
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(iii) a Bid Adjudication Committee of which the Chief Financial Officer or a senior manager is 
a member. 

(c) not exceeding R 2 million may be sub-delegated but only to - 

(i) the Chief Financial Officer; 

(ii) a Head of Department; 

(iii) a manager directly accountable to the Chief Financial Officer or a Head of 
Department, or 

(iv) a Bid Adjudication Committee. 

(3) An official or Bid Adjudication Committee to which the power to make final awards has been sub- 
delegated in accordance with Sub-Section (2) must within five working days of the end of each 
month submit to the Accounting Officer a written report containing particulars of each final award 
made by such official or committee during that month, including- 

(a) the amount of the award; 

(b) the name of the person to whom the award was made; and 

(c) the reason why the award was made to that person. 

(4) A written report referred to in Sub-Section (3) must be submitted - 

(a) to the Accounting Officer, in the case of an award by - 

(i) the Chief Financial Officer; 

(ii) a senior manager; or 

(iii) a Bid Adjudication Committee of which the Chief Financial Officer or a senior manager is 
a member. 

(b) to the Chief Financial Officer or the senior manager responsible for the relevant bid, in the 
case of an award by - 

(i) a manager referred to in subparagraph (2)(c)(iii); or 

(ii) a Bid Adjudication Committee of which the Chief Financial Officer or a senior manager is 
not a member. 

(5) Sub-Section (3) of this Section does not apply to procurements out of petty cash. 

(6) This Section may not be interpreted as permitting an official to whom the power to make final 
awards has been sub-delegated, to make a final award in a competitive bidding process 
otherwise than through the committee system provided for in Section 26 of this Policy. 

(7) No supply chain management decision-making powers may be delegated to an advisor or 
consultant. 


6. Oversight role of council 

(1) The council reserves its right to maintain oversight over the implementation of this Policy. 

(2) For the purposes of such oversight the Accounting Officer must - 

(a) within 30 days of the end of each financial year, submit a report on the implementation of this 
Policy and the Supply Chain Management Policy of any municipal entity under the sole or 
shared control of the municipality, to the council of the municipality; and 

(b) whenever there are serious and material problems in the implementation of this Policy, 
immediately submit a report to the council. 

(3) The Accounting Officer must, within 10 days of the end of each quarter, submit a report on 
the implementation of the Supply Chain Management Policy to the mayor. 

(4) The reports must be made public in accordance with Section 21A of the Municipal Systems 
Act. 
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(5) The Accounting Officer will, within 60 days of the end of each financial year, submit to the 
Provincial Treasury any information concerning supply chain management in such format as 
the National Treasury and Provincial Treasury may determine. 

(6) To maintain oversight over the implementation of the SCM Policies and Principles. To this 
end, in addition to the reports referred to in regulation 6(2) and 6(3) of the SCM TR, and in 
addition to the deviations reports that are already being reported on, the AO must also submit 
monthly reports to the Mayor for tabling in Council containing details of all tenders awarded 
during the previous month including but not limited to the following in respect of each tender: 

a) The decisions of the BSC and the reasons therefore; 

b) The recommendations of the BEC and the reasons therefore; 

c) The minutes of the BAC reflecting the bid specifications, the decisions/recommendation 
of the BAC and, if such decisions/recommendations differ from the recommendations of 
the BEC, the reasons for so differing and the outcome of any resolution of the difference 
of opinion between the BEC and BAC; 

d) Details of any subsequent decision of the AO on any recommendations and, where 
applicable, the reasons for the AO’s decision being different from the recommendations 
of the BEC and/or the BAC; and 

e) Information about any developments during that month in respect of any dispute, 
complaint, objection or court action submitted in relation to any tender award. If any of 
the above information becomes available only in subsequent months in relation to such 
awards, such information must likewise be reported to the Mayor in the month following 
that in which the information became known to the AO. Any dispute, complaint, objection 
or court action in relation to any decisions or actions taken by the Municipality in respect 
of other aspects of the operation of the SCM system should likewise be reported on. 


7. Supply Chain Management Unit 

(a) The Accounting Officer must establish a Supply Chain Management Unit to implement this 
Policy. 

(b) The Supply Chain Management Unit operates under the direct administrative charge of the Chief 
Financial Officer, supervised by the Manager: Supply Chain Management as the Head of Supply 
Chain Management to whom this duty has been sub-delegated in terms of Section 82 of the Act. 


8. Training of supply chain management officials 

(a) The training of officials involved in implementing this Policy should be in accordance with any 
Treasury guidelines on supply chain management training. 
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CHAPTER2 

SUPPLY CHAIN MANAGEMENT SYSTEM 
9. Format of supply chain management system 

(1) This Supply Chain Management Policy provides systems for- 

(a) demand management; 

(i) acquisition management; 

(ii) logistics management; 

(iii) disposal management; 

(iv) risk management; and 

(v) performance management. 

Part 1: Demand Management 


10. System of demand management 

(1) The Accounting Officer must establish and implement an appropriate demand management 
system in order to ensure that the resources required by the municipality to support its 
operational commitments and its strategic goals outlined in the Integrated Development Plan. 


(2) The demand management system must - 

(a) include timely planning and management processes to ensure that all goods and services 
required by the municipality are quantified, budgeted for and timely and effectively 
delivered at the right locations and at the critical delivery dates, and are of the appropriate 
quality and quantity at a fair cost; 

(b) take into account any benefits of economies of scale that may be derived in the case of 
acquisitions of a repetitive nature; 

(c) provide for the compilation of the required specifications to ensure that its needs are met; 

(d) undertake appropriate industry analysis and research to ensure that innovations and 
technological benefits are maximized; and 

(e) include the following demand management considerations - 

(i) understanding of future and current needs; 

(ii) requirements are linked to the budget; 

(iii) specifications are determined; 

(iv) needs form part of the strategic plan and Integrated Development Plan of the 
Municipality; 

(v) analysis of past and current expenditure; 

(vi) optimum methods to satisfy needs; 

(vii) frequency of requirements is specified; 

(viii) calculation of economic order quantity; and 

(ix) conducting of industry and market analysis. 

(3) The Demand Management Plan must be developed in conjunction with the IDP, Service 
Delivery and Budget Implementation Plan (SDBIP) and annual budget. 
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(4) All user departments are required to submit their procurement plans to the Supply Chain 
Management Unit by 31 May in terms of the IDP and Budget processes. 

(5) The Demand Management Plan must be submitted to and approved by the Accounting Officer 
or his or her delegate before 30 June of each year. 

(6) The Demand Management Plan must be reviewed regularly and submitted to the Accounting 
Officer or his delegate on a quarterly basis. 

(7) Demand management must be co-ordinated by SCM officials of the Municipality in consultation 
with budget holders. 

(8) The outcome of this activity should be a detailed planning document that outlines what goods, 
works or services should be procured, the manner in which they should be procured as well as 
the time-lines to execute the procurement functions. 
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Part 2: Acquisition management 
11. System of acquisition management 

(1) The Accounting Officer must establish, through operational procedures, an effective system of 
acquisition management in order to ensure: - 

(a) that goods and services are procured by the municipality in accordance with authorized 
processes only; 

(b) that expenditure on goods and services is incurred in terms of an approved budget in terms of 
Section 15 of the Act; 

(c) that the threshold values for the different procurement processes are complied with; 

(d) that bid documentation, evaluation and adjudication criteria, and general conditions of a 
contract, are in accordance with any applicable legislation; and 

(e) that any Treasury guidelines on acquisition management are properly taken into account. 

(2) When procuring goods or services contemplated in Section 110(2) of the Act, the Accounting 
Officer must make public the fact that such goods or services are procured otherwise than 
through the municipality’s supply chain management system, including - 

(a) the kind of goods or services; and 

(b) the name of the supplier. 


12. Range of procurement processes 

(1) Goods and services may only be procured by way of - 

(a) petty cash purchases in terms of Council’s Petty Cash Policy for procurement transactions 
with a value up to R2 000 (Incl. VAT); 

(b) written or verbal quotations for procurement transactions of a value up to R10 000; 

(c) formal written price quotations for procurement transactions of a value over R10 000 up to 
R200 000; and 

(d) a competitive bidding process for- 

(i) procurement transactions with a value above of R200 000; and 

(ii) the procurement of long term contracts. 

(2) The Accounting Officer may, in writing- 

(a) lower, but not increase, the different threshold values specified in Sub-Section (1); or 

(b) direct that - 

(i) written or verbal quotations be obtained for any specific procurement of a transaction 
value lower than R2 000; 

(ii) formal written price quotations be obtained for any specific procurement of a 
transaction value lower than R10 000; or 

(iii) a competitive bidding process be followed for any specific procurement of a 
transaction value lower than R200 000. 

(3) Goods or services may not deliberately be split into parts or items of a lesser value merely to 
avoid complying with the requirements of the policy. When determining transaction values, a 
requirement for goods or services consisting of different parts or items must as far as possible be 
treated and dealt with as a single transaction. 
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13. General preconditions for consideration of written quotations or bids 

A written quotation or bid may not be considered unless the provider who submitted the quotation 
or bid - 

(a) has furnished that provider’s - 

(i) full name; 

(ii) identification number or company or other registration number; and 

(iii) tax reference number and VAT registration number, if any; 

(b) has authorised the Municipality to verify any of the documentation referred to in Sub-Section (a) 
above; and 

(c) has indicated - 

(i) whether he or she is in the service of the state, or has been in the service of the state in the 
previous twelve months; 

(ii) if the provider is not a natural person, whether any of its directors, managers, principal 
shareholders or stakeholder is in the service of the state, or has been in the service of the 
state in the previous twelve months; or 

(iii) whether a spouse, child or parent of the provider or of a director, manager, shareholder or 
stakeholder referred to in Sub-Section (ii) is in the service of the state, or has been in the 
service of the state in the previous twelve months. 

(d) has indicated the status of the providers municipal accounts with Knysna Municipality, where 
applicable. 

14. Lists of accredited prospective providers 

(1) The Accounting Officer must - 

(a) keep a list of accredited prospective providers of goods and services that must be used for 
the procurement requirements through written or verbal quotations and formal written price 
quotations; 

(b) ensure that the listing platforms comply with National Treasury instructions; 

(c) ensure that the centralized supplier database(CSD) from National Treasury are used for 
procurement above R30 000 and that awards are made to suppliers that is registered on the 
CSD; 

(d) at least once a year through newspapers commonly circulating locally, the website and any 
other appropriate ways, invite prospective providers of goods or services to apply for 
evaluation and listing as accredited prospective providers; and 

(e) ensure that prospective providers meet the following listing criteria: 

(i) Name of supplier / service provider; 

(ii) Street address; 

(iii) Postal address; 

(iv) Contact person in Sales Department; 

(v) Sales Department’s telephone number; 

(vi) Sales Department’s fax number; 

(vii) Sales Department’s cell number; 

(viii) Sales Department’s email address; 

(ix) Contact person in Accounts Department; 

(x) VAT registration number; 
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(xi) Bank details; 

(xii) Type of industry; 

(xiii) Valid certification for specialised services; 

(xiv) Valid tax clearance certificate, if available; 

(xv) Valid certification in respect of Exempted Micro Enterprises or B-BBEE Status Level 

of Contributor, if available; and 

(xvi) Relevant identification numbers of all members, directors and partners 

(f) disallow the listing of any prospective provider whose name appears on the National 
Treasury’s database as a person prohibited from doing business with the public sector. 

(2) The list must be updated at least quarterly to include any additional prospective providers and 
any new commodities or types of services. Prospective providers must be allowed to submit 
applications for listing at any time. 

(3) The list must be compiled per commodity and per type of service. 

(4) Once a list has been compiled per commodity and per type of service, price quotations will be 
invited from the suppliers in a manner that promotes on-going competition, including on a 
rotation basis. 

(5) The inclusion of any supplier in the database of suppliers does not exempt the supplier from the 
obligation to respond in the prescribed manner to notices of the municipality’s supply chain 
management requirements. 

(6) Suppliers who wish to be included in the list of accredited suppliers without waiting for the next 
invitation may approach the Procurement Section for inclusion, provided that they supply the 
necessary documentation and information for evaluation. Once these requirements have been 
satisfied, the Procurement Section will ensure that the prospective supplier is evaluated and will 
provide a response as to approval or not within a reasonable time. 

(7) The prospective supplier list shall be used effectively to promote B-BBEE as well as the 
participation of Small, Medium and Micro Enterprises (SMME’s). 


15. Pettycash purchases 

(a) The conditions for the procurement of goods by means of petty cash purchases referred to in 
Section 12(1)(a) of this Policy must be stipulated in a Petty Cash Policy which must comply with the 
individual transaction with the Chief Financial Officer having the discretion to approve transactions 
under exceptional circumstances that does not exceed R 300 per transaction. 

(b) Within the petty cash monetary threshold, up to R2 000, VAT included, satisfy the requirement 
according to the prescribed petty cash policy. 

(c) The Municipality shall ensure that a petty cash policy and procedures are in place. 

(d) The petty cash policy must stipulate for which items and under which circumstances petty cash may 
not be utilized. 

(e) The petty cash procedure may not be used for items available on contract, payroll payments, 
inventory, capital goods and other personal obligations. 

(f) Monthly reconciliations must be done by each manager and be submitted to the CFO. 


16. Written or verbal quotations 

(1) The conditions for the procurement of goods by means of verbal quotations for minor items with a 
value up to R2 000 are as follows: 

a) Verbal quotations must be obtained from at least one prospective supplier or service 
provider preferably from, but not limited to, suppliers or service providers whose names 
appear on the list of accredited prospective providers of the Municipality provided that if 
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quotations are obtained from providers who are not listed, such providers must meet the 
listing criteria set out in Section 14(1) (b), (c) and (d) of this Policy; 

b) when using the list of accredited prospective providers, the Accounting Officer must promote 
on-going competition amongst providers by inviting providers to submit quotations on a 
rotation basis if and when possible; 

c) if a quotation was submitted verbally, the order may be placed only against written 
confirmation by the selected provider; and 

d) no orders may be placed based on verbal price quotations only. 

(2) The conditions for the procurement of goods or services for a value over R2 000 up to R30 000, 

through written quotations are as follows: 

(a) Written quotations must be obtained from at least three different providers preferably from, 
but not limited to, providers whose names appear on the list of accredited prospective 
providers of the municipality, provided that if quotations are obtained from providers who are 
not listed, such providers must meet the listing criteria set out in Section 14(1 )(b) and (c) of 
this Policy; 

(b) to the extent feasible, providers must be requested to submit such quotations in writing; 

(c) Requirements for quotations above R 2 000 and up to R 30 000 must be advertised for at 
least 3 days on the website and an official notice board of the municipality. 

(d) if it is not possible to obtain at least three quotations, the reasons must be recorded and 
reported quarterly to the Accounting Officer or another official designated by the Accounting 
Officer; 

(e) the Accounting Officer must record the names of the potential providers requested to 
provide such quotations with their quoted prices; and 

(2) Quotations must: 

(a) be signed by a person with the necessary authority to act on behalf of the prospective 
supplier; 

(b) comply with the specifications set out in the quotation notice; 

(c) be marked for identification in relation to the particular quotation. 

(3) Receiving and opening procedures for written quotations above R2000 up to R30 000: 

(a) Quotations must be submitted in writing preferably by hand or per mail, but may also be 
faxed or e-mailed. 

(b) Bid box procedures may be used where the circumstances so require. 


17. Formal written price quotations 

(1) The conditions for the procurement of goods or services for a value over R30 000 up to 

R200 000, through formal written price quotations are as follows: 

(a) quotations must be obtained in writing from at least three different providers whose names 
appear on the list of accredited prospective providers of the municipality; 

(a) quotations may be obtained from providers who are not listed, provided that such providers 
meet the listing criteria set out in Section 14(1 )(b) and (c) of this Policy; 

(b) if it is not possible to obtain at least three quotations, the reasons must be recorded and 
approved by the Chief Financial Officer or an official designated by the Chief Financial Officer, 
and 

(c) the Accounting Officer must record the names of the potential providers and their written 
quotations. 

(2) Quotations must: 
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(a) be in writing, and signed by a person with the necessary authority to act on behalf of the 
prospective supplier; 

(b) comply with the specifications set out in the quotation notice; 

(c) be marked for identification in relation to the particular quotation. 

(3) A designated official referred to in Sub-Section (1) (c) must within three days of the end of each 
month report to the Chief Financial Officer on any approvals given during that month by that 
official in terms of that Sub-Section. 


18. Procedures for procuring goods or services through written or verbal quotations and 
formal written price quotations 

(1) The procedure for the procurement of goods or services through written or verbal quotations or 
formal written price quotations is as follows: 

(a) when using the list of accredited prospective providers, the Accounting Officer must promote 
on-going competition amongst providers by inviting providers to submit quotations on a 
rotation basis; 

(b) all goods and services in excess of R30 000 that are to be procured by means of formal 
written price quotations must, in addition to the requirements of Section 17, be advertised for 
at least seven days on the website and an official notice board of the municipality; 

(c) offers received must be evaluated on a comparative basis taking into account unconditional 
discounts; 

(d) the Accounting Officer or Chief Financial Officer must on a monthly basis be notified in writing 
of all written or verbal quotations and formal written price quotations accepted by an official 
acting in terms of a sub delegation; 

(e) offers below R30 000 must be awarded based on compliance to specifications and conditions 
of contract, ability and capability to deliver the goods and services and lowest price; 

(f) acceptable offers, which are subject to the preference points system (PPPFA and associated 
regulations), must be awarded to the bidder who scored the highest points; and 

(g) requirements for proper record keeping such as: 

(i) filing of documents for audit purposes; 

(ii) ensure the correctness of documents; 

(iii) before awards proper checking of documents must be done. 

(2) Notwithstanding the above requirements for consideration, quotations not to specification may not 
be accepted. 

(3) Only quotations complying with the specifications will be considered to be accepted, provided that 
there are sufficient funds within the appropriate budget. 

(4) Where no quotation complies with the specification, as determined by the Flead of the 
Department, the SCM Manager may re-invite quotations. 


19. Competitive bids 

(1) Goods or services above a transaction value of R200 000 and long term contracts may only be 
procured through a competitive bidding process, subject to Paragraph 11(2) of this Policy. 

(2) The bid documentation will be prepared by the SCM Manager in consultation with the relevant 
directorate and displayed on notice boards, placed on the council’s website, and advertised in 
commonly circulated local and/or provincial newspapers with a closing date of at least 14 days 
after the date that the advertisement first appears. 
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(3) No requirement for goods or services above an estimated transaction value of R200 000 may 
deliberately be split into parts or items of lesser value merely for the sake of procuring the goods 
or services otherwise than through a competitive bidding process. 


20. Process for competitive bidding 

(1) The procedures for the following stages of a competitive bidding process are as follows: 

(a) Compilation of bidding documentation as detailed in Section 21; 

(b) Public invitation of bids as detailed in Section 22; 

(c) Site meetings or briefing sessions as detailed in Section 22; 

(d) Handling of bids submitted in response to public invitation as detailed in Section 23; 

(e) Evaluation of bids as detailed in Section 28; 

(f) Award of contracts as detailed in Section 29; 

(g) Administration of contracts; after approval of a bid, the Accounting Officer and the bidder must 
enter into a written agreement. 

(h) Proper record keeping; Original / legal copies of written contract agreements should be kept 
in a secure place for reference purposes. 


21. Bid documentation for competitive bids 

(1) The criteria with which bid documentation for a competitive bidding process must comply, must - 

(a) take into account - 

(i) the general conditions of contract and any special conditions of contract, if specified; 

(ii) any Treasury guidelines on bid documentation; and 

(iii) the requirements of the Construction Industry Development Board, in the case of a bid 
relating to construction, upgrading or refurbishment of buildings or infrastructure; 

(b) include the preference points system to be used, goals as contemplated in the Preferential 
Procurement Regulations and evaluation and adjudication criteria, including any criteria required 
by other applicable legislation; 

(c) include the compulsory submission of B-BBEE status level verification certificates or certified 
copies thereof. Letters from auditors or companies indicating that the B-BBEE certificate 
lapsed, verifying the B-BBEE level, will not be accepted and bidders will score 0 points for B- 
BBEE; 

(d) include evaluation and adjudication criteria, including any criteria required by other applicable 
legislation; 

(e) include evaluation criteria for measuring of functionality (where applicable); 

(f) include conditions for sub-contracting according to applicable legislation; 

(g) ensure that a due diligence process is conducted to determine whether the preferred bidders 
have the capability and ability to execute the contract; 

(h) compel bidders to declare any conflict of interest they may have in the transaction for which the 
bid is submitted; 

(i) if the value of the transaction is expected to exceed R10 million (VAT included), require bidders 
to furnish- 

(i) if the bidder is required by law to prepare annual financial statements for auditing, their 
audited annual financial statements 

(aa) for the past three years; or 
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(bb) since their establishment if established during the past three years; 

(ii) a certificate signed by the bidder certifying that the bidder has no undisputed 
commitments for municipal services towards a municipality or other service provider in 
respect of which payment is overdue for more than 30 days; 

(iii) particulars of any contracts awarded to the bidder by an organ of state during the past 
five years, including particulars of any material non-compliance or dispute concerning 
the execution of such contract; and 

(iv) a statement indicating whether any portion of the goods or services are expected to be 
sourced from outside the Republic, and, if so, what portion and whether any portion of 
payment from the municipality or municipal entity is expected to be transferred out of the 
Republic. 

(j) stipulate that disputes must be settled by means of mutual consultation, mediation (with or 
without legal representation), or, when unsuccessful, in a South African court of law; 

(k) a requirement to supply tax references, tax clearance certificates, VAT registration numbers and 
identification or registration numbers; 

(l) details of any contracts above R200 000 carried out on behalf of the municipality within the last 
five years; 

(m) contract management processes and procedures including provision for the Accounting Officer 
to cancel the contract on the grounds of unsatisfactory performance; and 

(n) any other matters as required by the MFMA and the Supply Chain Management Regulations. 


22 . Public invitation for competitive bids 

(1) The procedure for the invitation of competitive bids is as follows: 

(a) Any invitation to prospective providers to submit bids must be by means of a public 
advertisement in newspapers commonly circulating locally, the website of the municipality or 
any other appropriate ways (which may include an advertisement in the Government Tender 
Bulletin); and 

(b) the information contained in a public advertisement, must include - 

(i) the closure date for the submission of bids, which may not be less than 30 days in the 
case of transactions over R10 million, or which are of a long term nature (longer than 3 
years), or 14 days in any other case, from the date on which the advertisement is placed 
in a newspaper, subject to Sub-Section (2) of this policy; 

(ii) a statement that bids may only be submitted on the bid documentation provided by the 
municipality; and 

(iii) date, time and venue of any proposed site meetings or briefing sessions. 

(2) The Accounting Officer may determine a closure date for the submission of bids which is less 
than the 30 or 14 days’ requirement, but only if such shorter period can be justified on the 
grounds of urgency or emergency or any exceptional case where it is impractical or impossible to 
follow the official procurement process. 

(3) Bids submitted must be sealed. 


23. Procedure for handling, opening and recording of bids 

(1) The procedures for the handling, opening and recording of bids, are as follows: 

(a) Bids- 

(i) must be opened only in public; 

(ii) must be opened at the same time and as soon as possible after the period for the 
submission of bids has expired; and 
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(iii) received after the closing time should not be considered and returned unopened 
immediately. 

(b) Any bidder or member of the public has the right to request that the names of the bidders who 
submitted bids in time must be read out and, if practical, also each bidder’s total bidding price; 

(c) No information, except the provisions in Sub-Section (b), relating to the bid should be 
disclosed to bidders or other persons until the successful bidder is notified of the award; and 

(d) The Accounting Officer must - 

(i) record in a register all bids received in time; 

(ii) make the register available for public inspection; and 

(iii) publish the entries in the register and the bid results on the website. 

(2) For a bid to be considered it must comply with all the requirements of the bid documentation and 
be placed in the official tender box located at the Supply Chain Management Unit in Marine Drive. 

(3) The Municipality charges a non-refundable fee for provision of bid documents. This is subject to 
annual review. Values of the fees will be determined annually and included in the official lists of 
tariffs. 

(4) Bid documents must be made available on Council’s Website at no charge, as far as possible. 

(5) The Manager: Supply Chain will ensure that tender boxes are sealed until the time of their official 
opening, and ensure that they are properly secured. 

(6) At the advertised time, the tender box will be unlocked by officials from the Supply Chain 
Management Unit. 

(7) A Supply Chain Management practitioner will open bid documents in the presence of bidders or 
other interested parties. 

(8) The tender box may be opened without any members of public being present provided that the 
appropriate procedure for advertising the time and venue has been followed. 

(9) Unmarked or incorrectly marked tenders will not be opened 

(10) The names and total bid amounts will be read out and recorded in the tender register, which will 
be available for public inspection on request. 

(11) A copy of the record must be kept in the office of the SCM Manager and a complete schedule 
provided as soon as is practical. 

(12) Bid results will be published on the municipality’s website. 

24. Negotiations with preferred bidders 

(1) The Accounting Officer may negotiate the final terms of a contract with bidders identified through 
a competitive bidding process as preferred bidders, provided that such negotiation - 

(a) does not allow any preferred bidder a second or unfair opportunity; 

(b) is not to the detriment of any other bidder; and 

(c) does not lead to a higher price than the bid as submitted. 

(2) Minutes of such negotiations must be kept for record purposes. 

25. Two-stage bidding process 

(1) A two-stage bidding process is allowed for - 

(a) large, complex projects; 

(b) projects where it may be undesirable to prepare complete detailed technical specifications; or 

(c) long term projects with a duration period exceeding three years. 
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(2) In the first stage technical proposals on conceptual design or performance specifications should 
be invited, subject to technical as well as commercial clarifications and adjustments. 

(3) In the second stage final technical proposals and priced bids should be invited. 


26. Committee system for competitive bids 

(1) The Accounting Officer is required to establish a committee system for competitive bids of at 
least- 

(i) a Bid Specification Committee; 

(ii) a Bid Evaluation Committee; and 

(iii) a Bid Adjudication Committee. 

(2) The Accounting Officer appoints the members of each committee, taking into account Section 117 
of the Act. 

(3) A neutral or independent observer, appointed by the Accounting Officer, must attend or oversee a 
committee when this is appropriate for ensuring fairness and promoting transparency. 

(4) The committee system must be consistent with - 

(a) Section 27, 28 and 29 of this Policy; and 

(b) any other applicable legislation. 

(5) The Accounting Officer may apply the committee system to formal written price quotations. 


27. Bid Specification Committees 

(1) The bid specification committee must compile the specifications for each procurement transaction 

of goods or services by the municipality. 

(2) Specifications - 

(a) must be drafted in an unbiased manner to allow all potential suppliers to offer their goods or 
services; 

(b) must take account of any accepted standards such as those issued by Standards South 
Africa, the International Standards Organization, or an authority accredited or recognized by 
the South African National Accreditation System with which the equipment or material or 
workmanship should comply; 

(c) must, where possible, be described in terms of performance required rather than in terms of 
descriptive characteristics for design; 

(d) may not create trade barriers in contract requirements in the forms of specifications, plans, 
drawings, designs, testing and test methods, packaging, marking or labelling of conformity 
certification; 

(e) may not make reference to any particular trade mark, name, patent, design, type, specific 
origin or producer unless there is no other sufficiently precise or intelligible way of describing 
the characteristics of the work, in which case such reference must be accompanied by the 
word “equivalent”; 

(f) must indicate each specific goal for which points may be awarded in terms of the points 
system set out in the Preferential Procurement Regulations 2011; and 

(g) must be approved by the Bid Specification Committee prior to publication of the invitation for 
bids in terms of Section 22 of this Policy. 

(3) A bid specification committee must be composed of at least three (3) officials of the municipality. 

The attendance of the relevant Project Manager is compulsory and the Committee may, when 

appropriate, include external specialist advisors. 
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(4) No person, advisor or corporate entity involved with the bid specification committee, or director of 
such a corporate entity, may bid for any resulting contracts. 

(5) The quorum for each meeting of the specification committee is 50% of the members plus one. 

One member from the Supply Chain Management Unit and one member of the directorate as 
minimum. A member of the specification committee can also be a member of either the Bid 
Evaluation or Bid Adjudication Committee (but not both committees) that considers any of the bids 
for the same goods or services. 

(6) The advertisement must be approved by the Accounting Officer or the official or Bid Specifications 
Committee delegated by the Accounting Officer, prior to advertisement of the bid. 


28. Bid evaluation committees 

(1) The bid evaluation committee must - 

(a) evaluate bids in accordance with - 

(i) the specifications for a specific procurement; and 

(ii) the points system set out in terms of Section 27(2)(f); 

(b) evaluate each bidder’s ability to execute the contract; 

(c) check in respect of each bidder whether municipal rates and taxes and municipal service 
charges are not in arrears, 

(d) check in respect of each bidder that their tax matters are in order and; 

(e) may use the following remedies where a bidder does not comply to any or certain 
requirements- 

(i) disqualify bidders from the bidding process; 

(ii) recover all costs, losses or damages the municipality has suffered from the bidder’s 
non-compliance; 

(iii) claim any damages as a result of having to make less favourable arrangements 

(f) submit to the adjudication committee a report and recommendations regarding the award of 
the bid or any other related matter. 

(2) A bid evaluation committee must as far as possible be composed of- 

(a) officials from departments requiring the goods or services; and 

(b) at least one supply chain management practitioner of the municipality, 

(c) Technical experts, consultants or advisors, provided that these experts can only actively 
contribute to discussions, and not vote on the items 

(d) The quorum for each meeting of the Bid Evaluation Committee is 50 % of the members plus 
one, provided that one is a senior supply chain management practitioner. 

(e) Attendance of the relevant project manager is compulsory’ 

(f) Members of the bid evaluation committees may not serve on any adjudication committee that 
adjudicates on any of the items that has been considered at a bid evaluation committee. 

(g) Notwithstanding the above requirements for consideration, bids not according to specification 
may not be accepted and the evaluation committee may recommend that new tenders be 
called if necessary. 


29. Bid Adjudication Committees 

(1) The Bid Adjudication Committee must- 

(a) consider the report and recommendations of the bid evaluation committee; and 

(b) either- 
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(i) depending on its delegations, make a final award or a recommendation to the Accounting 
Officer to make the final award; or 

(ii) make another recommendation to the Accounting Officer how to proceed with the 
relevant procurement. 

(2) The Bid Adjudication Committee must consist of at least four senior managers of the municipality 
which must include - 

(a) the Chief Financial Officer or, if the Chief Financial Officer is not available, another manager 
in the budget and treasury office reporting directly to the Chief Financial Officer and 
designated by the Chief Financial Officer; and 

(b) at least one senior supply chain management practitioner who is an official of the municipality; 
and 

(c) a technical expert in the relevant field who is an official, if such an expert exists. 

(3) The Accounting Officer must appoint the chairperson of the committee. If the chairperson is 
absent from a meeting, the members of the committee who are present must elect one of them to 
preside at the meeting. 

(4) The quorum for each meeting of the Bid Adjudication Committee is 50 % of the members plus 
one. 

(5) Neither a member of a bid evaluation committee, nor an advisor or person assisting the 
evaluation committee, may be a member of a Bid Adjudication Committee. 

(6) If the Bid Adjudication Committee decides to award a bid other than the one recommended by the 
bid evaluation committee, the Bid Adjudication Committee must prior to awarding the bid - 

(i) check in respect of the preferred bidder whether that bidder’s municipal rates and taxes and 
municipal service charges are not in arrears, 

(ii) check in respect of the preferred bidder whether the bidder’s taxation matters are in order, 

(iii) notify the Accounting Officer. 

(7) The Accounting Officer may - 

(i) after due consideration of the reasons for the deviation, ratify or reject the decision of the 
Bid Adjudication Committee referred to in paragraph (a); and 

(ii) if the decision of the Bid Adjudication Committee is rejected, refer the decision of the 
adjudication committee back to that committee for reconsideration. 

(8) The Accounting Officer may at any stage of a bidding process, refer any recommendation made 
by the evaluation committee or the adjudication committee back to that committee for 
reconsideration of the recommendation. 

(9) The Accounting Officer must comply with Section 114 of the Act within 10 working days. 


30. Procurement of banking services 

(1) A contract for banking services - 

(a) must be procured through competitive bids; 

(b) must be consistent with Section 7 of the Act; and 

(c) may not be for a period of more than five years at a time. 

(2) The process for procuring a contract for banking services must commence at least nine months 
before the end of an existing contract. 

(3) The closure date for the submission of bids may not be less than 60 days from the date on which 
the advertisement is placed in a newspaper in terms of Section 22(1). Bids must be restricted to 
banks registered in terms of the Banks Act, 1990 (Act No. 94 of 1990). 


31. Procurement of IT related goods or services 
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(1) The Accounting Officer may request the State Information Technology Agency (SITA) to assist 
with the acquisition of IT related goods or services through a competitive bidding process. 

(2) Both parties must enter into a written agreement to regulate the services rendered by, and the 
payments to be made to, SITA. 

(3) The Accounting Officer must notify SITA together with a motivation of the IT needs if - 

(a) the transaction value of IT related goods or services required in any financial year will exceed 
R50 million (VAT included); or 

(b) the transaction value of a contract to be procured whether for one or more years exceeds R50 
million (VAT included). 

(4) SITA may comment on the procurement needs submitted per Sub-Section (3) 

(5) If the municipality disagrees with comments made by SITA, the comments and the reasons for 
rejecting or not following such comments must be submitted to the Council, the National Treasury, 
the Provincial Treasury and the Auditor-General. 

(6) The following software packages were approved by Council in the IT Policy and Knysna 
Municipality has standardized on it. It will not be deemed as deviations from the SCM Process: 

• Microsoft Office 

• Adobe 

• Trend Micro 

• IIMS 

• GIS software 

• 3G software 

• R Admin 

• Ally CAD 

• LMS 

• Collaborator 

• Promun/Rdata 

• Legal Suite 

32. Procurement of goods and services under contracts secured by other organs of state 

(1) The Accounting Officer may procure goods or services under a contract secured by another organ 
of state, but only if - 

(a) the contract has been secured by that other organ of state by means of a competitive 
bidding process applicable to that organ of state; 

(b) there is no reason to believe that such contract was not validly procured; 

(c) there are demonstrable discounts or benefits to do so; and 

(d) that other organ of state and the provider have consented to such procurement in writing. 

(2) Sub-Sections (1 )(c) and (d) do not apply if - 

(a) a municipal entity procures goods or services through a contract secured by its parent 
municipality; or 

(b) a municipality procures goods or services through a contract secured by a municipal entity of 
which it is the parent municipality. 

33. Procurement of goods necessitating special safety arrangements 
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(1) The acquisition and storage of goods in bulk (other than water), which necessitate special safety 
arrangements, including gasses and fuel, should be avoided wherever possible. 

(2) Where the storage of goods in bulk is justified, such justification must be based on sound 
reasons, including the total cost of ownership, cost advantages and environmental impact and 
must be approved by the Accounting Officer. 


34. Proudly SA Campaign 

(1) The municipality supports the Proudly SA Campaign to the extent that, all things being equal, 
preference is given to procuring local goods and services from: 

(a) Firstly - suppliers and businesses within the municipality or district; 

(b) Secondly - suppliers and businesses within the relevant province; 

(c) Thirdly - suppliers and businesses within the Republic. 


35. Appointment of consultants 

(1) The Accounting Officer may procure consulting services provided that any Treasury guidelines in 
respect of consulting services are taken into account when such procurements are made. 

(2) Consultancy services must be procured through competitive bids if: 

(a) the value of the contract exceeds R200 000; or 

(b) the duration period of the contract exceeds one year. 

(3) In addition to any requirements prescribed by this policy for competitive bids, bidders must furnish 
particulars of - 

(a) all consultancy services provided to an organ of state in the last five years; and 

(b) any similar consultancy services provided to an organ of state in the last five years. 

(4) The Accounting Officer must ensure that copyright in any document produced, and the patent 
rights or ownership in any plant, machinery, thing, system or process designed or devised, by a 
consultant in the course of the consultancy service, is vested in the municipality. 

(5) The appointment of advisors must also follow the same competitive bidding process as set out in 
this Policy. 

(6) No advisor will take any part in the final decision-making process regarding the award of bids. 

(7) No decision-making authority may be delegated to an advisor. 


36. Deviation from, and ratification of minor breaches of, procurement processes 

(1) The Accounting Officer may - 

(a) dispense with the official procurement processes established by this Policy and to procure 
any required goods or services through any convenient process, which may include direct 
negotiations, but only - 

(i) in an emergency which is considered an unforeseeable and sudden event with materially 
harmful or potentially materially harmful consequences for the municipality which requires 
urgent action to address. 

(ii) where it can be demonstrated that goods or services are produced or available from a 
single provider only; 

(iii) for the acquisition of special works of art or historical objects where specifications are 
difficult to compile; 

(iv) acquisition of animals for zoos and/or nature and game reserves; or 
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(v) in any other exceptional case where it is impractical or impossible to follow the official 
procurement processes. 

(b) ratify any minor breaches of the procurement processes by an official or committee acting in 
terms of delegated powers or duties which are purely of a technical nature; and 

(c) may condone any irregular expenditure incurred in contravention of, or that is not in 
accordance with a requirement of this Policy, provided that such condonation and the reasons 
therefore shall be reported to Council at the next ensuing meeting. 

(2) The Accounting Officer must record the reasons for any deviations in terms of Sub-Sections (1)(a) 
and (b) of this policy and report them to the next meeting of Council and include as a note to the 
annual financial statements. 

(3) Sub-Section (2) does not apply to the procurement of goods and services contemplated in 
Section 11 (2) of this policy. 


37. Unsolicited bids 

(1) In accordance with Section 113 of the Act there is no obligation to consider unsolicited bids 
received outside a normal bidding process. 

(2) The Accounting Officer may decide in terms of Section 113(2) of the Act to consider an 
unsolicited bid, only if - 

(a) the product or service offered in terms of the bid is a demonstrably or proven unique 
innovative concept; 

(b) the product or service will be exceptionally beneficial to, or have exceptional cost advantages; 

(c) the person who made the bid is the sole provider of the product or service; and 

(d) the reasons for not going through the normal bidding processes are found to be sound by the 
Accounting Officer. 

(3) If the Accounting Officer decides to consider an unsolicited bid that complies with Sub-Section (2) 
of this policy, the decision must be made public in accordance with Section 21A of the Municipal 
Systems Act, together with - 

(a) reasons as to why the bid should not be open to other competitors; 

(b) an explanation of the potential benefits if the unsolicited bid were accepted; and 

(c) an invitation to the public or other potential suppliers to submit their comments within 30 days 
of the notice. 

(4) The Accounting Officer must submit all written comments received pursuant to Sub-Section (3), 
including any responses from the unsolicited bidder, to the National Treasury and the relevant 
provincial treasury for comment. 

(5) The adjudication committee must consider the unsolicited bid and may award the bid or make a 
recommendation to the Accounting Officer, depending on its delegations. 

(6) A meeting of the adjudication committee to consider an unsolicited bid must be open to the public. 

(7) When considering the matter, the adjudication committee must take into account - 

(a) any comments submitted by the public; and 

(b) any written comments and recommendations of the National Treasury or the Provincial 
Treasury. 

(8) If any recommendations of the National Treasury or Provincial Treasury are rejected or not 
followed, the Accounting Officer must submit to the Auditor-General, the Provincial Treasury and 
the National Treasury the reasons for rejecting or not following those recommendations. Such 
submission must be made within seven days after the decision on the award of the unsolicited bid 
is taken, but no contract committing the municipality to the bid may be entered into or signed 
within 30 days of the submission. 
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38. Combating of abuse of supply chain management system 

(1) The Accounting Officer must- 

(a) take all reasonable steps to prevent abuse of the supply chain management system; 

(b) investigate any allegations against an official or other role player of fraud, corruption, 
favouritism, unfair or irregular practices or failure to comply with this Policy, and when 
justified- 

(i) take appropriate steps against such official or other role player; or 

(ii) report any alleged criminal conduct to the South African Police Service; 

(c) check the National Treasury’s database prior to awarding any contract to ensure that no 
recommended bidder, or any of its directors, is listed as a person prohibited from doing 
business with the public sector; 

(d) take cognizance of the provisions of Chapter 2 of the Competition Act no 89 of 1998, with 
specific reference to: 

(i) restrictive practices; 

(ii) abuse of a dominant position; and 

(iii) exemption from application of Chapter 2 of the Act. 

(e) reject any bid from a bidder- 

(i) if any municipal rates and taxes or municipal service charges owed by that bidder or any 
of its directors to the municipality, or to any other municipality or municipal entity, are in 
arrears for more than three months; or 

(ii) who during the last five years has failed to perform satisfactorily on a previous contract 
with the municipality or any other organ of state after written notice was given to that 
bidder that performance was unsatisfactory; 

(f) reject a recommendation for the award of a contract if the recommended bidder, or any of its 
directors, has committed a corrupt or fraudulent act in competing for the particular contract; 

(g) cancel a contract awarded to a person if - 

(i) the person committed any corrupt or fraudulent act during the bidding process or the 
execution of the contract; or 

(ii) an official or other role player committed any corrupt or fraudulent act during the bidding 
process or the execution of the contract that benefited that person; and 

(h) reject the bid of any bidder if that bidder or any of its directors - 

(i) has abused the supply chain management system of the municipality or has committed 
any improper conduct in relation to such system; 

(ii) has been convicted for fraud or corruption during the past five years; 

(iii) has wilfully neglected, reneged on or failed to comply with any government, municipal or 
other public sector contract during the past five years; or has been listed in the Register 
for Tender Defaulters in terms of Section 29 of the Prevention and has been in 
contravention of the Competition Act no 89 Of 1998. 

(i) No person placing a procurement requisition for goods or Services shall knowingly understate 
the requirements of the estimated value with the intention of avoiding a more stringent 
procurement process. This includes the deliberate splitting of requirements to reduce 
individual order values. Procurement is limited to R200 000 per commodity type per month 
unless a competitive bidding process has been undertaken. The Municipal Manager shall 
promptly institute disciplinary action against any person infringing this requirement. 

(j) No official shall engage in contact with a prospective supplier in respect of a quotation or 
tender which the supplier intends to submit except where clarification of requirements is 

Policy Title: Knysna Municipality Supply Chain Management Policy 
Status: Draft Review 2018/19 






Page 30 of 55 


required from either party, or where the Accounting Officer may negotiate with identified 
preferred bidders. Any such communication must be recorded and appropriately filed with the 
bid documentation. 

(k) The Accounting Officer may, where a bidder has contravened the prescriptions of the 
Competition Act no 89 of 1998 - 

(i) recover all costs, losses or damages the Municipality suffered as a result of the 
bidder’s conduct; 

(ii) cancel the contract and claim any damages which the Municipality has suffered as a 
result of having to make less favourable arrangements due to such cancellation; 

(iii) restrict the bidder or contractor, its shareholders and directors, or only the 
shareholders and directors who acted on a fraudulent basis; and 

(iv) forward the matter for criminal prosecution. 

(2) The Accounting Officer must inform the National Treasury and relevant Provincial Treasury in 
writing of any actions taken in terms of Sub-Sections (1)(b)(ii), (e)(f) or 2 of this policy. 


Part 3: Logistics, Disposal, Risk and Performance Management 


39. Logistics Management 

(1) The Accounting Officer must establish and implement an effective system of logistics 

management, which must include - 

(a) the monitoring of spending patterns on types or classes of goods and services 
incorporating, where practical, the coding of items to ensure that each item has a unique 
number; 

(b) the setting of inventory levels that includes minimum and maximum levels and lead times 
wherever goods are placed in stock; 

(c) the placing of manual or electronic orders for all acquisitions other than those from petty 
cash; 

(d) before payment is approved, certification by the responsible officer that the goods and 
services are received or rendered on time and is in accordance with the order, the 
general conditions of contract and specifications where applicable and that the price 
charged is as quoted in terms of a contract; 

(e) appropriate standards of internal control and warehouse management to ensure that 
goods placed in stores are secure and only used for the purpose for which they were 
purchased; 

(f) regular checking to ensure that all assets including official vehicles are properly 
managed, appropriately maintained and only used for official purposes; and 

(g) monitoring and review of the supply vendor performance to ensure compliance with 
specifications and contract conditions for particular goods or services. 

(h) monitoring and review of the distribution of items, 

(i) monitoring and review of losses and surpluses. 


(2) The primary function of a store is the receiving, storing, preserving as well as the issuing of store 
items. 

(3) It is essential that equipment or stock be stored in such a way that the possibility of loss, damage, 

exposure, deterioration or perishing thereof is minimized or eliminated completely. By lack of a 
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physical store, the function must still be performed. 

(4) Duplicate keys of all lockers, cabinets, padlocks and other storage areas should be readily 
available and shall be controlled by a responsible delegated official. 

(5) The Accounting Officer must establish and implement an effective system of logistics 
management, which must include: 

a) The monitoring of spending patterns on types or classes of goods and services incorporating, 
were practical, the coding of items to ensure that each item has a unique number; 

b) The setting of inventory levels that includes minimum and maximum levels and lead times 
wherever goods are placed in stock. 

c) The placing of manual or electronic orders for all acquisitions other than those from petty cash. 

d) Before payment is approved, certification by the responsible officer that the goods and services 
are received or rendered on time and is in accordance with the order, the general conditions of 
contract and specification where applicable and that the price charged is as quoted in terms of a 
contract. 

e) Appropriate standards of internal control and warehouse management to ensure that goods 
placed in stores are secure and only used for the purpose for which they were purchased. 

f) Regular checking to ensure that all assets including official vehicles are properly managed, 
appropriately maintained and only used for official purposes. 

g) Monitoring and review of the supply vendor performance to ensure compliance with 
specifications and contract conditions for particular goods or services. 

(6) Inventory management 

a) ln cases where storage space is very expensive or not available, the just-in-time delivery 
principle must be used. 

b) Minimum and maximum order levels for all store items shall be determined based on the 
usage, the lead and delivery times. 

(7) Requisition 

a) Stock items must be systematically replenished using the re-order point planning 
strategy in conjunction with minimum and maximum levels. 

b) Procurement processes may differ between goods and services and in some cases a 
process for emergency procurement may be necessary. 

(8) Placing of orders 

a) Purchase orders must be in reference to the requisitions where the supply source is 
either - 

■ Contract; or 
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■ Quotations. 

b) Purchase orders for imported goods and which are subjected to rate and exchange 
adjustments must specify that the vendor must take out a forward exchange contract in 
order to fix the Rand based price in the purchase order. 

(9) Receiving goods 

a) Goods are received on the logistical system with reference to purchase orders. 

(10) Returning goods 

b) Manage the return of goods and related third party claims. 

(11) Warehouse management 

c) Warehousing must be provided for and located in areas appropriate to where depots are 
situated. 

d) The Supply Chain must ensure for-: 

■ Proper financial and budgetary control. 

■ Uphold the principle of effective administration. 

■ Proper stock holding and control. 

■ Product standardization. 

■ Quality of products. 

■ A high standard of service levels. 

(12) Matching documents 

e) Manage the payment voucher matching process. 

i. Preparation for payment/account payable 

f) After documented records were received, the payment process can be initiated as 
prescribed through the MFMA processes and delegations 

ii. Inventory stock count, verification and reconciliation 

iii. Stock count and verification procedures 

a) Planning phase 

1) Most important part when undertaking an inventory stock count is the planning phase. The 
phase must set out all the steps to be taken securing the accurate count and verification is 
undertaken. 
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2) Stock count should at least be done once in a financial year but could also be done on a 
monthly basis. 

b. Reconciliation procedures 

1. The reconciliation process commences once the count and verification phase has been 
completed and complete count reports are available from Stock Take Team. The control 
report must be printed and compared with the count report. 

2. Discrepancies must be listed from above mentioned process. 

c. T reatment of discrepancies 

1. Discrepancies are the result of shortages and or surplus stock fount not equal to the quantity 
that appears on the control report. 

40. Disposal management 

(1) The criteria for the disposal or letting of assets, including unserviceable, redundant or obsolete 
assets will be subject to Sections 14 of the Act, and asset transfer regulations; 

(2) Assets may be disposed of by - 

(i) transferring the asset to another organ of state in terms of a provision of the Act enabling 
the transfer of assets; 

(ii) transferring the asset to another organ of state at market related value or, when 
appropriate, free of charge; 

(iii) selling the asset; or 

(iv) destroying the asset 

(3) The Accounting Officer must ensure that - 

(a) immovable property is sold only at market related prices except when the public interest 
or the plight of the poor demands otherwise; 

(b) movable assets are sold either by way of written price quotations, a competitive bidding 
process, auction or at market related prices, whichever is the most advantageous; 

(c) firearms are not sold or donated to any person or institution within or outside the Republic 
unless approved by the National Conventional Arms Control Committee; 

(d) immovable property is let at market related rates except when the public interest or the 
plight of the poor demands otherwise; 

(e) all fees, charges, rates, tariffs, scales of fees or other charges relating to the letting of 
immovable property are reviewed annually; 

(f) where assets are traded in for other assets, the highest possible trade-in price is 
negotiated; and 

(g) in the case of the free disposal of computer equipment, the provincial department of 
education is first approached to indicate within 30 days whether any of the local schools 
are interested in the equipment. 

41. Risk management 

(1) The criteria for the identification, consideration and avoidance of potential risks in the supply chain 
management system, must be identified. 
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(2) Risk management must include - 

(i) the identification of risks on a case-by-case basis; 

(ii) the allocation of risks to the party best suited to manage such risks; 

(iii) acceptance of the cost of the risk where the cost of transferring the risk is greater than that of 
retaining it; 

(iv) the management of risks in a pro-active manner and the provision of adequate cover for 
residual risks; and 

(v) the assignment of relative risks to the contracting parties through clear and unambiguous 
contract documentation. 

(3) The Accounting Officer must ensure that risks are identified utilizing the following methods - 

(i) Focus group sessions; 

(ii) Personal interviews; 

(iii) Questionnaires; 

(iv) Audit reports analysis; 

(v) Statistical analysis of related risk data; 

(vi) Trend analysis; 

(vii) Scenario analysis; and 
(viii) Forecasting methodologies. 

(4) The Accounting Officer must ensure that a risk register is implemented consisting of the 
following- 

(i) Each risks identified with a unique number; 

(ii) Description of the risk; 

(iii) Assessment of occurrence or likelihood and its impact if it does; 

(iv) Grading of risk; 

(v) Responsibility for managing the risk; and 

(vi) Proposed mitigation processes. 

(5) The Accounting Officer must ensure that all risks are assessed and indicating the magnitude of 
the risk as well as the probability of occurrence; 

(6) The Accounting Officer must ensure that a risk strategy is implemented which may include the 
following- 

(i) avoiding the risk by eliminating the action; 

(ii) treating the risk, how the risk can be prevented and if it were to occur how the impact can be 
minimized; 

(iii) transfer or outsource the risk; 

(iv) tolerate the risk. 

(7) The Accounting Officer must ensure that all risk related matters are reported and that a 
communication plan which may consist of the following is implemented - 

(i) responsibility for the communication; 

(ii) frequency of communication; 

(iii) format of communication; 

(iv) record of communication. 
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42. Performance management 

(1) The Accounting Officer must establish and implement an internal monitoring system in order to 

determine, on the basis of a retrospective analysis, whether the authorised supply chain 

management processes were followed and whether the objectives of this Policy were achieved; 

(2) The Accounting Officer must ensure that the following issues are reported on a quarterly basis - 

(i) Achievement of preferential procurement goals and objectives; 

(ii) Implementation of the Supply Chain Management Policy of the municipality; 

(iii) Compliance to SCM norms and standards such as the municipal supply chain management 
regulations, National Treasury’s model policy, standard bid documents and the general 
conditions of contract; 

(iv) Savings generated, amongst others, by arranging contracts for the purpose of developing 
economies of scale; 

(v) Stores efficiency, (the proper layout of stores through clear bin locations and bin numbering, 
promptly satisfying the users requirements, etc.) 

(vi) Contract breach either by the municipality or contractors; 

(vii) Cost efficiency of the procurement process; 

(viii) That the supply chain objectives are consistent with Government’s broader policy focus on 
trade, small business development, anti-corruption measures and the proudly South African. 


Part 4: Other matters 


43. Prohibition on awards to persons whose tax matters are not in order 

(1) No award above R30 000 may be made in terms of this Policy to a person whose tax matters 
have not been declared by the South African Revenue Service to be in order. 

(2) Before making an award to a person the Accounting Officer must first check with SARS whether 
that person’s tax matters are in order. 


44. Prohibition on awards to persons in the service of the state 

(1) Irrespective of the procurement process followed, no award may be made to a person in terms of 
this Policy - 

(a) who is in the service of the state; 

(b) if that person is not a natural person, of which any director, manager, principal shareholder or 
stakeholder is - 

(i) a member of any municipal council, any provincial legislature or the National Assembly or 
the National Council of Provinces; 

(ii) an official of any municipality; 

(iii) an employee of any national or provincial department, national or provincial public entity 
or constitutional institution within the meaning of the Public Finance Management Act, 1999 
(ActNo.1 of 1999); 

(iv) a member of the board of directors of any municipal entity; 

(v) an executive member of the accounting authority of any national or provincial public entity; 
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(c) a person who is an advisor or consultant contracted with the municipality. 


45. Awards to close family members of persons in the service of the state 

The Accounting Officer must ensure that the notes to the annual financial statements disclose 
particulars of any award of more than R2000 to a person who is a spouse, child or parent of a person 
in the service of the state, or has been in the service of the state in the previous twelve months, 
including - 

(a) the name of that person; 

(b) the capacity in which that person is in the service of the state; and 

(c) the amount of the award. 


46. Ethical standards 

(1) All officials involved in supply chain management for the municipality must comply with the Code 
of Conduct prescribed in the Municipal Systems Act, the Supply Chain Management Framework 
and the Code of Conduct for Supply Chain Management role players as prescribed. 

(2) A code of ethical standards is hereby established for officials and other role players in the Supply 
Chain Management System in order to promote - 

(a) mutual trust and respect; and 

(b) an environment where business can be conducted with integrity and in a fair and reasonable 
manner. 

(3) An official or other role player involved in the implementation of the Supply Chain Management 
Policy: 

(a) must treat all providers and potential providers equitably; 

(b) may not use his or her position for private gain or to improperly benefit another person; 

(c) may not accept any rewards, gift, favour, hospitality or other benefit directly, including to any 
close family member, partner or associate of that person, of a value more than R350; 

(d) notwithstanding Sub-Section 48(2)(c), must declare to the Accounting Officer details of any 
reward, gift, favour, hospitality or other benefit promised, offered or granted to that person or 
to any close family member, partner or associate of that person; 

(e) must declare to the Accounting Officer details of any private or business interest which that 
person, or any close family member, partner or associate, may have in any proposed 
procurement or disposal process of, or in any award of a contract by, the Municipality; 

(f) must immediately withdraw from participating in any manner whatsoever in a procurement or 
disposal process or in the award of a contract in which that person, or any close family 
member, partner or associate, has any private or business interest; 

(g) must be scrupulous in his or her use of property belonging to the Municipality; 

(h) must assist the Accounting Officer in combination fraud, corruption, favouritism and unfair and 
irregular practices in the supply chain management system; and 

(i) must report to the Accounting Officer any irregular conduct in the supply chain management 
system which that person may become aware of, including - 

(i) any alleged fraud, corruption, favouritism or unfair conduct 

(ii) any alleged contravention of Section 49(1) of this Policy; or 

(iii) any alleged breach of this of this code of ethical standards. 

(j) Declarations in terms of Sub-Sections 49 (2) (d) and (e)- 

(i) must be recorded in a register which the Accounting Officer must keep for this 
purpose; 

Policy Title: Knysna Municipality Supply Chain Management Policy 
Status: Draft Review 2018/19 






Page 37 of 55 


(ii) by the Accounting Officer must be made to the Mayor of the Municipality who must 
ensure that such declarations are recorded in the register. 

(k) The National Treasury Code of Conduct must also be taken into account by supply chain 
management practitioners and other role players involved in supply chain management. 

(l) The National Treasury Code of Conduct for Supply Management Practitioners, attached as 
Annexure A, is adopted by the Municipality and shall apply mutatis mutandis to and be 
binding on supply chain management of the Municipality. 

(m) A breach of the code of conduct adopted by the Municipality must be dealt with in accordance 
with Schedule 1 (code of Conduct for Councillors) and Schedule 2 (Code of Conduct for 
Municipal Staff Members) of the Municipal Systems Act, No 32 of 2000. 


47. Inducements, rewards, gifts and favours to municipalities, officials and other role players 

(1) No person who is a provider or prospective provider of goods or services, or a recipient or 
prospective recipient of goods disposed or to be disposed of may either directly or through a 
representative or intermediary promise, offer or grant - 

(a) any inducement or reward to the municipality for or in connection with the award of a contract; 
or 

(b) any reward, gift, favour or hospitality to - 

(i) any official; or 

(ii) any other role player involved in the implementation of this Policy. 

(2) The Accounting Officer must promptly report any alleged contravention of Sub-Section (1) to the 
National Treasury for considering whether the offending person, and any representative or 
intermediary through which such person is alleged to have acted, should be listed in the National 
Treasury’s database of persons prohibited from doing business with the public sector. 

(3) Sub-Section (1) does not apply to gifts less than R350 in value. 


48. Sponsorships 

(1) The Accounting Officer must promptly disclose to the National Treasury and the relevant 

provincial treasury any sponsorship promised, offered or granted, whether directly or through a 
representative or intermediary, by any person who is - 

(a) a provider or prospective provider of goods or services; or 

(b) a recipient or prospective recipient of goods disposed or to be disposed. 


49. Objections and complaints 

Persons aggrieved by decisions or actions taken in the implementation of this supply chain 
management system, may lodge within 14 days of the decision or action, a written objection or 
complaint against the decision or action. 


50. Resolution of disputes, objections, complaints and queries 

(1) The Accounting Officer must appoint an independent and impartial person, not directly involved in 
the supply chain management processes - 

(a) to assist in the resolution of disputes between the municipality and other persons regarding - 

(i) any decisions or actions taken in the implementation of the supply chain management 
system; or 

(ii) any matter arising from a contract awarded in the course of the supply chain 
management system; or 
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(iii) to deal with objections, complaints or queries regarding any such decisions or actions or 
any matters arising from such contract. 

(b) Suppliers must provide details of the reasons for their appeal including any non-compliance 
with this Policy, the MFMA and related legislation. The Accounting Officer shall provide 
written acknowledgement of the receipt of appeals to the appellant; 

(c) The AO must appoint an independent and impartial person, not directly involved in the SCM 
processes: 

To assist in the resolution of disputes between the Municipality and other persons regarding 

(a) any decisions or actions taken in the implementation of the supply chain management 
system; or 

(b) any matter arising from a contract awarded in the course of the supply chain management 
system; or 

(c) to deal with objections, complaints or queries regarding any such decisions or actions or 
any matters arising from such contract. 

(d) If the appeal is based on a technically complex matter, the Accounting Officer may engage an 
impartial external advisor, provided that their engagement is compliant with this Policy and 
sufficient budgetary provision exists. The Accounting Officer is not bound by any opinion 
provided. 

(e) The Accounting Officer will decide if an appeal constitutes sufficient grounds for delay of 
procurement from the approved supplier, and if a delay is practical. If the Accounting Officer 
determines there are grounds for delay, the approved supplier will be advised in writing of the 
reasons for the delay. 

(f) When a ruling on an appeal has been made, the Accounting Officer will advise the appellant 
in writing of the outcome. 

(2) The Accounting Officer, or another official designated by the Accounting Officer, is responsible for 
assisting the appointed person to perform his or herfunctions effectively. 

(3) The person appointed must - 

(a) strive to resolve promptly all disputes, objections, complaints or queries received; and 

(b) submit monthly reports to the Accounting Officer on all disputes, objections, complaints or 
queries received, attended to or resolved. 

(4) A dispute, objection, complaint or query may be referred to the relevant Provincial Treasury if - 

(a) the dispute, objection, complaint or query is not resolved within 60 days; or 

(b) no response is forthcoming within 60 days. 

(5) The Provincial Treasury may refer the query to the National Treasury for resolution. 

(6) This Policy must not be read as affecting a person’s rights to approach a court at any time. 


51. Appeals 

(1) A person whose rights are affected by a decision taken to award a tender by a municipality, in 
terms of a power or duty delegated or sub-delegated by a delegating authority, may appeal 
against that decision, by giving written notice of the appeal and reasons to the Accounting Officer 
within 21 days of the date of the notification of the decision. 

(2) When the appeal is against a decision taken by a staff member or committee other than the 
Accounting Officer, the Accounting Officer must consider the appeal or refer it to the appeal 
authority when appropriate; 

(3) The Accounting Officer must promptly submit the appeal to the appropriate appeal authority. 
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(4) Suppliers must provide details of the reasons for their appeal including any non-compliance with 
this Policy, the MFMA and related legislation. The Accounting Officer shall provide written 
acknowledgement of the receipt of appeals to the appellant. 

(5) The Accounting Officer must promptly submit the appeal to the appropriate appeal authority. 

(6) The Accounting Officer will decide if an appeal constitutes sufficient grounds for delay of 
procurement from the approved supplier, and if a delay is practical. If the Accounting Officer 
determines there are grounds for delay, the approved supplier will be advised in writing of the 
reasons for the delay. 

(7) If the appeal is based on a technically complex matter, the Accounting Officer may engage an 
impartial external advisor, provided that their engagement is compliant with this policy and 
sufficient budgetary provision exists. The Accounting Officer is not bound by any opinion 
provided. 

(8) The appeal authority must consider the appeal, and confirm, vary or revoke the decision, but no 
such variation or revocation of a decision may detract from any rights that may have accrued as a 
result of the decision. 

(9) An appeal authority must commence with an appeal within six weeks and decide the appeal 
within a reasonable period. 

(10) When a ruling on an appeal has been made the Accounting Officer will advise the appellant in 
writing of the outcome. 

(11) This policy must not be read as affecting a person’s rights to approach a court at any time. 

(12) The appeal authority must consider the appeal, and confirm, vary or revoke the he decision, but 
no such variation or revocation of a decision may detract from any rights that may have accrued 
as a result of the decision. 

(13) An appeal authority must commence with an appeal within six weeks and decide the appeal 
within a reasonable period. 

52. Contracts and contract management 

(1) A contract or agreement procured through the supply chain management system of the 

municipality must— 

(a) be in writing; 

(b) stipulate the terms and conditions of the contract or agreement, which must include 
provisions providing for— 

(i) the termination of the contract or agreement in the case of non- or underperformance; 

(ii) dispute resolution mechanisms to settle disputes between the parties; 

(iii) a periodic review of the contract or agreement once every three years in the case of a 
contract or agreement for longer than three years; and 

(iv) any other matters that may be prescribed. 

(2) The accounting officer must— 

(a) take all reasonable steps to ensure that a contract or agreement procured through the 
supply chain management policy of the municipality or municipal entity is properly 
enforced; 
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(b) monitor on a monthly basis the performance of the contractor under the contract or 
agreement; 

(c) establish capacity in the administration of the municipality or municipal entity— 

(i) to assist the accounting officer in carrying out the duties set out in paragraphs (a) 
and (b); and 

(ii) to oversee the day-to-day management of the contract or agreement; and 

(d) regularly report to the council of the municipality or the board of directors of the entity, as 
may be appropriate, on the management of the contract or agreement and the 
performance of the contractor. 

(3) A contract or agreement procured through the supply chain management policy of the municipality 
may be amended by the parties, but only after— 

(a) the reasons for the proposed amendment have been tabled in the council of the 
municipality or, in the case of a municipal entity, in the council of its parent municipality; 
and 

(b) the local community— 

(i) has been given reasonable notice of the intention to amend the contract or 
agreement; and 

(ii) has been invited to submit representations to the municipality or municipal entity. 

(c) Amendments, expansion, variation of contracts may be considered by the Accounting 
Officer if the value does not exceed 15% of the value of the contract or 20% of the value 
of the contract for construction-related contracts. 

(d) Contract escalation will be outlined per tender document and could be indicated as a 
percentage % per year or calculated with a formula. 


53. Contract Management 

(1) The Accounting Officer must ensure that all bids and contracts are subject to the General 
Conditions of Contract and any Special Conditions of Contract, if specified; 

(2) All contracts must be based on the General Conditions of Contract, issued by the National 
Treasury. Any aspect not covered by the General Conditions of Contract must be dealt with in the 
Special Contract Conditions; 

(3) Matters such as attendance of compulsory site meetings, briefing sessions and special delivery 
conditions must be covered in the Special Conditions of Contract with the proviso that the 
standard wording of the General Conditions of Contract should not be amended; 

(4) The General Conditions of Contract, International Federation of Consulting Engineers (FIDIC) 
regulations and the Joint Building Contracts Committee (JBCC) guidelines issued by the 
Construction Industry Development Board are utilized in cases of bids related to the construction 
industry; 

(5) Where the Special Conditions of Contract is in conflict with the General Conditions of Contract, 
the Special Conditions of Contract will prevail; 

(6) These conditions must form an integral part of the bidding documents. 


54. Contract Administration 

(1) Contract administration includes all administrative duties associated with a contract that has 
arisen through one of the acquisition/procurement processes described in this policy. 

(2) All contracts must be administered by a contract manager, who will be an internal official 
assigned to ensure the effective administration of the contract. The contract manager will 
typically be the internal project manager assigned to the project as a whole, but may also be a 
cost centre owner or other responsible official. 
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(3) A contract manager must be assigned to each contract and, where possible, should be involved 
from the earliest stages of the acquisition process. 

(4) The contract manager’s duties and powers shall be governed by the conditions of contract and 
the general law. 

(5) The contract manager shall take all reasonable steps to ensure that a contract procured through 
the provisions of this policy is properly enforced. 

(6) In administering a contract, the contract manager will be required to form opinions and make 
decisions which, while in the Municipality’s best interests, must be fair to all parties concerned. 

(7) Departmental Heads shall be responsible for ensuring that contract managers: 

(a) are assigned to all contracts within the Department Head’s area of responsibility; 

(b) are adequately trained so that they can exercise the necessary level of responsibility in the 
performance of their duties. 

(8) In discharging his duties, the contract manager shall: 

(a) ensure that all the necessary formalities in signing up the contract and/or issuing the 
purchase order(s) are adhered to; 

(b) ensure that contracts related to the procurement of goods and services are captured on 
the contract management system in the form of a price schedule; 

(c) ensure that all original contract documentation is lodged with the Supply Chain 
Management Unit for record purposes; 

(d) monitor, on a monthly basis, the performance of the contractor in order to ensure that all of 
the terms and conditions of the contract are met, including the contractor’s obligations as 
regards Broad-Based Black Economic Empowerment, targeted labour and/or resources 
and local production and content, as applicable; 

(e) where necessary, take appropriate action where a contractor is underperforming or is in 
default or breach of the contract; 

(f) manage contract variation or change procedures; 

(g) administer disputes where necessary, in terms of this policy and the applicable Conditions 
of Contract; 

(h) conduct, as appropriate, post contract reviews; 

(i) maintain adequate records (paper and/or electronic) in sufficient detail on an appropriate 
contract file to provide an audit trail; 

(j) act with care and diligence and observe all accounting and legal requirements. 

(k) Also refer to Contract management policy. 


55. Contracts providing for compensation based on turnover 

(1) If a service provider acts on behalf of a municipality to provide any service or act as a collector of 
fees, service charges or taxes and the compensation payable to the service provider is fixed as 
an agreed percentage of turnover for the service or the amount collected, the contract between 
the service provider and the municipality must stipulate - 

(a) a cap on the compensation payable to the service provider; and 

(b) that such compensation must be performance based. 


56. Contracts having future budgetary implications 

(1) A municipality may enter into a contract which will impose financial obligations on the 

municipality beyond a financial year, but if the contract will impose financial obligations on the 
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municipality beyond the three years covered in the annual budget for that financial year, it may 
do so only if— 

(a) the municipal manager, at least 60 days before the meeting of the municipal council at 
which the contract is to be approved— 

(i) has, in accordance with section 21A of the Municipal Systems Act— 

(aa) made public the draft contract and an information statement summarising the 
municipality’s obligations in terms of the proposed contract; and 

(bb) invited the local community and other interested persons to submit to the 

municipality comments or representations in respect of the proposed contract; and 

(ii) has solicited the views and recommendations of— 

(aa) the National Treasury and the relevant provincial treasury; 

(bb) the national department responsible for local government; and 

(cc) if the contract involves the provision of water, sanitation, electricity, or any other 
service as may be prescribed, the responsible national department; 

(b) the municipal council has taken into account— 

(i) the municipality’s projected financial obligations in terms of the proposed contract for 
each financial year covered by the contract; 

(ii) the impact of those financial obligations on the municipality’s future municipal tariffs 
and revenue; 

(iii) any comments or representations on the proposed contract received from the local 
community and other interested persons; and 

(iv) any written views and recommendations on the proposed contract by the National 
Treasury, the relevant provincial treasury, the national department responsible for 
local government and any national department referred to in paragraph (a)(\\)(cc)\ and 

(c) the municipal council has adopted a resolution in which— 

(i) it determines that the municipality will secure a significant capital investment or will 
derive a significant financial economic or financial benefit from the contract; 

(ii) it approves the entire contract exactly as it is to be executed; and 

(iii) it authorises the municipal manager to sign the contract on behalf of the municipality. 

(2) The process set out in subsection (1) does not apply to— 

(a) contracts for long-term debt regulated in terms of section 46(3); 

(b) employment contracts; or 

(c) contracts— 

(i) for categories of goods as may be prescribed; or 

(ii) in terms of which the financial obligation on the municipality is below— 

(aa) a prescribed value; or 

(bb) prescribed percentage of the municipality’s approved budget for the year in which 
the contract is concluded. 

(3) (a) All contracts referred to in subsection (1) and all other contracts that impose a financial 
obligation on a municipality— 

(i) must be made available in their entirety to the municipal council; and 

(ii) may not be withheld from public scrutiny except as provided for in terms of the 
Promotion of Access to Information Act, 2000 (Act No. 2 of 2000). 

(b) Sub-Section (a)(i) does not apply to contracts in respect of which the financial obligation 
on the municipality is below a prescribed value. 
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57. Sustainable procurement 

Knysna Municipality is committed to reducing our carbon footprint. 

Sustainable procurement (or Green procurement) is a spending and investment process typically 
associated with public policv . although it is equally applicable to the private sector . 

Organizations practicing sustainable procurement meet their needs for goods, services, utilities and 
works not on a private cost-benefit analvsis . but with a view to maximizing net benefits for 
themselves and the wider world. 

In doing so they must incorporate extrinsic cost considerations into decisions alongside the 
conventional procurement criteria of price and aualitv, although in practice the sustainable impacts 
of a potential supplier's approach are often assessed as a form of quality consideration. These 
considerations are typically divided thus: environmental, economic and social (also known as the 
“ triple bottom line 'T 

Sustainable procurement involves a higher degree of collaboration and engagement between all 
parties in a supply chain. Many businesses have adopted a broad interpretation of sustainable 
procurement and have developed tools and techniques to support this engagement and collaboration. 

Sustainable procurement broadens this framework to take account of third-party consequences of 
procurement decisions, forming a " triple baseline " of external concerns which the procuring 
organization must fulfil. 

Environmental 

Environmental concerns are the dominant macro-level justification for sustainable procurement, born 
out of the growing 21 st century consensus that humanity is placing excessive demands on available 
resources through unsustainable but well-established consumption patterns. These will involve non- 
human factors. 

This is a sufficiently influential issue that environment-centric procurement (green procurement) is 
sometimes seen to stand alone from sustainable procurement. The most straightforward justification 
for green procurement is as a tool with which to address climate chanqe . but it offers the broader 
capacity to mitigate over-exploitation of any and all scarce resources. 

Examples of green procurement range from the purchase of energy-saving light-bulbs to the 
commissioning of a new building from renewably sourced timber via orqanic food being served in a 
workplace canteen. The ultimate green procurement is the avoidance of the purchase altogether. 

In support of Sustainable Development the organization should develop and publish a 'Sustainable 
Development Procurement Guidelines and Procedures'. When it comes to purchasing products or 
services, referral to these guidelines would help make the organization become a leader in 
environmentally responsible purchasing. 

Social 

Sustainable procurement is also used to address issues of social policv, such as inclusiveness, 
equalitv , international labor standards and diversity targets, regeneration and integration. 

Examples include addressing the needs - whether employment, care, welfare or other - of groups 
including ethnic minorities , children, the elderly, those with disabilities, adults lacking basic skills, and 
immigrant populations. 
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Economic 

On a macroeconomic level, it can be argued that there are economic benefits in the form of efficiencv 
gains from incorporating whole-life costing into decision-making. [Note: in contrast to most arguments 
from sustainable procurement proponents, these can be purely private benefits accrued by the 
procuring organization.] 

In addition, the creation of sustainable markets is essential for long-term growth while sustainable 
development requirements foster innovation . There are also potential global applications: sustainable 
procurement can favour fair trade or ethical practice, and allow extra investment to channel towards 
developinq countries . 

On a microeconomic level, sustainable procurement offers the chance for economic redistribution . 
Targets might include creation of jobs and wealth in regeneration areas, or assistance for small and/or 
ethnic minority-owned businesses. 

58. Emergency/disaster procurement process 

The following process will be applicable to disasters to speed up recovery from the event or to enable 
services and goods to be delivered during the event. 


Step 

Process Step 

Rationale 

Responsible 

Person 

1 . 

Is it a real 

need? 

• A reason as to why it is required must be 

given. 

• An indication must be given regarding 

what value the product or service would 

add to the mandate of the municipality 

as a whole. 

Requestor 


Does any other 

component in 

the municipality 

use the product 

or service? 

Where another component already uses 

the service or product, it makes logical 

sense to look at that existing contract to 

piggy-back / share in the contract where 

that product or service is required. 

Requestor 


Is it linked tothe 

budget? 

Where there are ad-hoc requirements that 

fall with the advent of a particular event and 

thus the requirement could either, not be 

foreseen, planned or anticipated. This must 

be clearly documented. Where relevant, 

minutes of meetings / forums / cabinet 

decisions / e-mails, where such a 

requirement originated must be kept on file 

together with the identified requirement as 

Requestor 
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Step 

Process Step 

Rationale 

Responsible 

Person 



it speaks directly to the identification of the 

need. 



Is it an ad-hoc 

requirement 

and how did it 

come to be the 

responsibility of 

the 

municipality? 

Where it is linked to a strategy of the 

KFDRF, or relates to a particular policy 

decision, excerpts thereof must be 

attached in support of statements in 

motivation. 

Requestor 


Does it have 

priority and 

why? 

As far as it pertains to the priority of the 

project / service / product a clear 

motivation must be given, as it sets out the 

factors that determine the weight of the 

service / product required. This might 

include but is not limited to: 

> Political will 

> Legislative requirements / 

mandates 

> Policy interventions 

> National / Provincial programs or 

directives, etc. 

Requestor 


Is there a 

scarcity of the 

specific 

commodity in 

the market / 

Country / 

Province? 

Consideration that is general but also very 

important relates to issues such as: 

• Where a service or product is not readily 

available, it becomes harder to motivate 

the limitation of providers. 

• Strategic nature of commodity / service / 

product. 

• The more strategic, the subtler and 

thorough the approach. Even more 

important here is the identification and 

mitigation of risks. 

Requestor 
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Step 

Process Step 

Rationale 

Responsible 

Person 


Is there a time 

implication that 

necessitates 

urgent action? 

The less time available for acquiring 

particular goods or services, the options in 

terms of procurement solutions are limited. 

Time or the limitation thereof also has a 

major impact on cost. Thus, one cannot 

expect a full spectrum of goods and 

services within a short period of time at the 

lowest possible cost. Trade-offs is a very 

real and quite important factor to consider 

in procurement. 

Requestor 


Is there funding 

for this 

requirement 

and is the 

impact of this 

requirement 

known and 

accepted? 

The less funding available, the more 

pressure is placed on following a limited, 

negotiated procurement process. Where 

there is an existing strain on the funding, it 

defeats the purpose to spend the bigger 

part of that on the procurement option 

rather than the service / product required. 

Requestor 


Analysed the 

market to 

determine all 

possible option 

to satisfy the 

demand. 

Understanding the market is key to ensure 

that the best procurement option is 

selected. It serves no purpose to select an 

open bidding process in a market that by 

virtue of the nature of the product / service 

required is inherently limited. This, in the 

true sense of the word, is fruitless and 

wasteful. 

Requestor 


Does the 

geographic 

location of 

potential 

Service 

Providers have 

an impact on 

the selection 

process (i.e. 

The place where the service / product is 

needed at times is a factor that leads to the 

decision to limit service providers. A 

practical example here is isolated and / 

rural areas, or areas where there are no 

locally based services providers / products 

etc. In other words, where the commodity 

required is not locally available. 

Requestor 
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Step 

Process Step 

Rationale 

Responsible 

Person 


Sole Supplier - 

Country) 




Is there any 

specific 

economic 

circumstances 

that indicate the 

utilisation of 

limited bids 

The economic climate plays a huge role as 

it relates to the availability of a particular 

service or product, the cost associated with 

it in a climate where the service is readily 

available (overprovided) as opposed to 

when it is scarce (over demand and under 

provision). Where it is thus possible to 

forecast a particular pattern as it relates to 

a specific commodity, this should be 

catered for as it ultimately impacts on 

procurement solutions available. 

Socio-Economic Objectives 

• For as much as cost is a heavy 

consideration, government is 

burdened with a socio-economic 

obligation to use procurement as a tool 

for economic empowerment of the 

historically marginalized. 

• To this end, who government buys 

from, at what cost and to what end is 

most certainly influenced by the 

legislative framework and the social 

policies pertaining to procurement. 

This inevitably also impacts on how 

contracts would be structured to meet 

socio-economic requirements 

expected. 

Requestor 

2 

Procurement 

process 

Procurement processes will be guided by 

the needs analysis conducted in 1 above 

and may include: 

(i) Direct negotiation 

Requestor 
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Step 

Process Step 

Rationale 

Responsible 

Person 



(ii) Requisitioning of quotes per delivery 

(iii) Rotation basis of delivery 

(iv) Panel of service providers 


Motivation 

Procurement process and governance 

processes must be recorded as part of 

approval submission 

Requestor 

2 

Approval of 

submission 

Approval by CFO 

CFO 

3. 

Appropriate 

agreement 

Agreement criteria should be clear and 

specific and provided by the requestor. 

Requestor 

Assignments 

Contracts being inclusive of various 

deliverables must be managed on an 

assignment basis 


Project plan 

should be 

included 

Start to finish date, activities, and 

milestones should be detailed by the 

requestor. 

Requestor 

Company 

Proposal 

attached 

Detailed, valid, and legally acceptable 

proposal to be provided by the requestor 


Details of 

payment 

structure 

clarified 

Payment plan - agreed to by the supplier, 

to be provided by requestor 

Requestor 

Declaration of 

interest 

Declaration of interest by all relevant 

parties as per MBD’s are compulsory 

Requestor 

Declaration of 

collusive 

practices 

Declaration of collusive practices - 

completed MBD declaration form 

Requestor 

Ensure that a 

valid tax 

clearance 

A valid tax certificate to be provided to 

complete the acquisition process 

Requestor 
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Step 

Process Step 

Rationale 

Responsible 

Person 


certificate is 

provided 



4 

Reporting of 

procurement 

process 

Monthly statistics via SCM in the office of 

the CFO to Accounting Officer and Council 


5 

Contract 

performance 

Regularly monitor and report on contract 

performance 



59. Ordertypes 


Requisition amount 
(incl. VAT) 

Order 

Type 

Procedure 

Approval 

Less than R2000 
and Petty cash 

A order 

Requisition to be completed by initiator & authorizer. 

Within the 
delegated 
framework. 

R2001 to R30 000 
(compliant i.e. 3 
quotes) 

B order 

User department provide specifications to SCM. 
Advertise on notice board and website for three (3) 
days. 

Quotes will be forwarded to user department to 
indicate compliance with specifications. 

Acceptable quote to be used for requisition. 
Requisition to be completed by initiator & authorizer. 

Within the 
delegated 
framework. 

R2 001 to R30 000 

C order 

Requirement was advertised for B and R order 
types but did not receive 3 quotes. 

Within the 
delegated 
framework. 

R2001 & above (non- 
compliant) 

D order 

The reason for non-compliance can only be one of 
the following: 

(i) Emergency (A serious, unexpected, and 
often dangerous situation requiring 
immediate action) - followed by the 
justification; 

(ii) Sole supplier - followed by the justification; 

(iii) Acquisition of animals for zoos and /or 
nature and game reserves; 

(iv) Acquisition of special works of art or 
historical objects; 

(v) Exceptional cases where it is impractical or 
impossible to follow the official 
procurement processes - followed by the 
justification; 

(vi) 3 quotes could not be obtained (proof of 
requesting the 3 or more quotes must be 
attached); or 

Deviation 
memo must be 
attached 
reflecting the 
reason and 
including a 
justification. 

Must be signed 
off by the 
relevant 

Manager & 
Director. 

Approvals will 
be within the 
delegated 
framework. 
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(vii) Contracts previously entered into or 
inherited in terms of Section 164(2) of 
MFMA. 


Grant in aid 

G order 

Requisition to be completed by initiator & authorizer. 
Minutes of Grant in aid committee to be attached to 
requisition. 

To be 

authorized by 
the Director 
Corporate 
Services 

Statutory: Payments 
that MUST be made. 
Legislative requirement 

S order 

Requisition to be completed by initiator & authorizer. 
Invoice to be attached to requisition. 

Statutory: Bulk electrical purchases, prepaid 
electrical purchases for offices, vehicle licence and 
registration fees, Salga, Refuse site PetroSA, 
Transnet, interest and redemption, medical aid 
payments, Eden shop stewards, AG, Investments, 
Compensation Commissioner, SABC, ICASA, other 
municipalities, Registrar of Deeds, NHLS, SAMRO, 
all government departments, Bizrev, Western Cape 
Economic Development Partnership, G4S, SCFPA, 
HPSA, SESI and other professional bodies 
municipal offices belong to. 

To be 

authorized by 
the Director of 
the department 
responsible for 
the function 

RFQ process 

R order 

Properly documented process within the prescribed 
framework. 

Approvals will 
be within the 
delegated 
framework. 

Tender process 

T order 

Properly documented process within the prescribed 
framework. 

Delegated 

committees. 


60. SCM delegations 



KNYSNfi 

Municipality Munisipaliteit uMasipala 


DELEGATION OF POWERS AND DUTIES of the ACCOUNTING OFFICER in terms of SECTION 
79 of the MUNICIPAL FINANCE MANAGEMENT ACT, 56 OF 2003 from 1 July 2018 


Delegated by the Accounting Officer to all Directors 

These powers and duties may be sub-delegated to officials to be nominated in writing by the Municipal 
Manager or Directors, subject to the under-mentioned criteria, and further subject to the Council’s 
Supply Chain Management Policy, financial regulations and council resolutions where applicable. 
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APPROVAL OF REQUISITIONS FOR INVENTORY ITEMS FROM THE MUNICIPAL STORE 

VALUE 

LOWEST LEVEL OF APPROVAL 

With due regard to proper segregation of duties 

Post level T12 and higher 

Up to R 2 000 

To be indicated by relevant Director to ensure service delivery 
efficiency 

Over R 2 000 - R 30 000 

To be indicated by relevant Director to ensure service delivery 
efficiency 

Over R 30 000 - R 200 000 

To be indicated by relevant Director to ensure service delivery 
efficiency 

Over R 200 000 

To be indicated by relevant Director to ensure service delivery 
efficiency 

Approval of requisitions for direct purchases 

VALUE (Including VAT) 

QUOTATIONS / TENDERS 

LOWEST LEVEL OF APPROVAL j 

With due regard to proper segregation of 
duties 

Up to R 2 000 

One (1) written price quotation 

Post level T12 and higher 

R2 000 - R30 000 

Three (3) formal written price quotations and 
advertised on the noticeboard for 3 days 

Post level T12 and higher subject to the 
recommendation of the Manager: SCM 

R 30 001 - R 200 000 

Formal written price quotations and advertised 
for 7 days on the official notice board and 
website of the municipality in terms of Section 
18(b) 

Post level T15 and higher subject to the 
recommendation of the Manager: SCM 

Over R 200 000-R 10 
million 

Competitive Bidding to be awarded by a Bid 
Adjudication Committee 

Managers or directors subject to approval of 
the Bid Adjudication Committee and 
authorization R value 

OverR 10 million 

Municipal Manager after recommendation 
from the Bid Adjudication Committee 

Approval of deviations in terms of regulation 36 of the Supply Chain Management Policy: 

CRITERIA for the consideration and approval of DEVIATIONS 

VALUE (Including 
VAT) 

LOWEST LEVEL OF APPROVAL 

Any value 

Municipal Manager upon recommendation of the responsible Director, and after consultation 
with the Director: Finance and the Manager: Supply Chain Management 

Delegated by the Accounting Officer to all Directors 

These powers and duties may be sub-delegated to officials to be nominated in writing by the 

Municipal Manager or Directors, subject to the under-mentioned criteria, and further subject to the 
Council’s Supply Chain Management Policy, financial regulations and council resolutions where 
applicable. 

Certification and Authorization of Invoices 

With due regard to proper segregation of duties 

VALUE (Including VAT) 

LOWEST LEVEL OF APPROVAL 

Up to R200 000 

Post Level 12 and higher 

Over R200 000 

Municipal Manager & Directors, SCM Manager 
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Eskom Bulk Electricity Purchases 

Director: Technical Services, Municipal Manager, Director: Finance, SCM 

Manager 

Vehicle licence registration fees 

Director: Community Services, Municipal Manager, Director: Finance, SCM 
Manager 

Further delegations 

These powers and duties may be sub-delegated to officials to be nominated in writing by the 

Municipal Manager or Directors, subject to the under-mentioned criteria, and further subject to the 
Council’s Supply Chain Management Policy, financial regulations and council resolutions where 
applicable. 

Extension of contracts as per circular 62 issued by National Treasury 

With due regard to proper segregation of duties 

Up to R200 000 

SCM Manager upon recommendation from Manager of user department within 

15% and 20% threshold 

Tenders 

CFO, within prescribed threshold of 15% and 20% 

Signing of 21 day letters after BAC recommendation/award 

With due regard to proper segregation of duties 

UnderRIO million 

SCM Manager 

R10 million and up 

SCM Manager 

Advertising of all specifications 

With due regard to proper segregation of duties 

R2 000 - up to R9 999 999 

SCM Manager 

R10 million and above 

CFO 

Signing of final appointment letters after BAC award, contract forms and SLA 

With due regard to proper segregation of duties 

UnderRIO million 

Director responsible forfunction, after consultation with Legal services 

R10 million and up 

Municipal Manager, after consultation with the CFO and Legal services 

Approval of specifications 

With due regard to proper segregation of duties 

Any value 

SCM Manager 

Approval of variation orders 

With due regard to proper segregation of duties 

Any value 

CFO 

Appointment of members of BSC and BEC-from the list of MM approved staff members 

With due regard to proper segregation of duties 

Any value 

SCM Manager 

Opening of bid boxes 

With due regard to proper segregation of duties 
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Any value 

SCM Manager or SCM officials, at least 2 

Signing of supplier related documentation and memorandums relating to SCM 

With due regard to proper segregation of duties 

Any | 

SCM Manager 

Signing of communication and approval of requests to use regulation 32/piggyback 

With due regard to proper segregation of duties 

R200 000 and above | 

| CFO 


61. Commencement 


This Policy takes effect on date of approval. 

Annexure A 


CODE OF CONDUCT FOR SUPPLY CHAIN MANAGEMENT PRACTITIONERS AND OTHER 

ROLE PLAYERS 

The purpose of this Code of Conduct is to promote mutual trust and respect and an environment where 
business can be conducted with integrity and in a fair and reasonable manner. 


1 General Principles 

1) The municipality commits itself to a policy of fair dealing and integrity in the conducting of its 
business. Officials and other role players involved in supply chain management (SCM) are in a 
position of trust, implying a duty to act in the public interest. Officials and other role players 
should not perform their duties to unlawfully gain any form of compensation, payment or 
gratuities from any person, or provider/contractor for themselves, their family or their friends. 

2) Officials and other role players involved in SCM should ensure that they perform their duties 
efficiently, effectively and with integrity, in accordance with the relevant legislation, policies and 
guidelines. They should ensure that public resources are administered responsibly. 

3) Officials and other role players involved in SCM should be fair and impartial in the performance 
of their functions. They should at no time afford any undue preferential treatment to any group 
or individual or unfairly discriminate against any group or individual. They should not abuse the 
power and authority vested in them. 


2 Conflict of interest 

1) An official or other role player involved with supply chain management - 

a) must treat all providers and potential providers equitably; 

b) may not use his or her position for private gain or to improperly benefit another person; 

c) may not accept any reward, gift, favour, hospitality or other benefit directly or indirectly, 
including to any close family member, partner or associate of that person, of a value more 
than R350; 

d) must declare to the Accounting Officer details of any reward, gift, favour, hospitality or other 
benefit promised, offered or granted to that person or to any close family member, partner 
or associate of that person; 
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e) must declare to the Accounting Officer details of any private or business interest which that 
person, or any close family member, partner or associate, may have in any proposed 
procurement or disposal process, or in any award of a contract by the municipality; 

f) must immediately withdraw from participating in any manner whatsoever in a procurement 
or disposal process or in the award of a contract in which that person, or any close family 
member, partner or associate, has any private or business interest; 

g) must declare any business, commercial and financial interests or activities undertaken for 
financial gain that may raise a possible conflict of interest; 

h) should not place him/herself under any financial or other obligation to outside individuals or 
organizations that might seek to influence them in the performance of their official duties; 
and 

i) should not take improper advantage of their previous office after leaving their official 
position. 


3 Accountability 

1) Practitioners are accountable for their decisions and actions to the public. 

2) Practitioners should use public property scrupulously. 

3) Only Accounting Officers or their delegates have the authority to commit the municipality to any 
transaction for the procurement of goods and / or services. 

4) All transactions conducted by a practitioner should be recorded and accounted for in an 
appropriate accounting system. 

5) Practitioners should not make any false or misleading entries into such a system for any reason 
whatsoever. 

6) Practitioners must assist the Accounting Officer in combating fraud, corruption, favouritism and 
unfair and irregular practices in the supply chain management system. 

7) Practitioners must report to the Accounting Officer any alleged irregular conduct in the supply 
chain management system which that person may become aware of, including: 

a) any alleged fraud, corruption, favouritism or unfair conduct; 

b) any alleged contravention of the policy on inducements, rewards, gifts and favours to 
municipalities or municipal entities, officials or other role players; and 

c) any alleged breach of this code of conduct. 

8) Any declarations made must be recorded in a register which the Accounting Officer must keep 
forthis purpose. 

9) Any declarations made by the Accounting Officer must be made to the mayor who must ensure 
that such declaration is recorded in the register. 


4 Openness 

Practitioners should be as open as possible about all the decisions and actions that they take. They 
should give reasons for their decisions and restrict information only if it is in the public interest to do 
so. 


5 Confidentiality 

1) Any information that is the property of the municipality or its providers should be protected at 
all times. No information regarding any bid / contract / bidder / contractor may be revealed if 
such an action will infringe on the relevant bidder’s / contractor’s personal rights. 
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2) Matters of confidential nature in the possession of officials and other role players involved in 
SCM should be kept confidential unless legislation, the performance of duty or the provisions 
of law requires otherwise. Such restrictions also apply to officials and other role players involved 
in SCM after separation from service. 


6 Bid Specification / Evaluation / Adjudication Committees 

1) Bid specification, evaluation and adjudication committees should implement supply chain 
management on behalf of the municipality in an honest, fair, impartial, transparent, cost- 
effective and accountable manner. 

2) Bid evaluation / adjudication committees should be familiar with and adhere to the prescribed 
legislation, directives and procedures in respect of supply chain management in order to 
perform effectively and efficiently. 

3) All members of Bid Adjudication Committees should be cleared by the Accounting Officer at 
the level of "CONFIDENTIAL" and should be required to declare theirfinancial interest annually. 

4) No person should - 

a) interfere with the supply chain management system of the municipality; or 

b) amend or tamper with any price quotation / bid after its submission. 


7 Combative Practices 

1) Combative practices are unethical and illegal and should be avoided at all cost. They include 
but are not limited to: 

a) Suggestions to fictitious lower quotations; 

b) Reference to non-existent competition; 

c) Exploiting errors in price quotations / bids; 
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1. Scope 

1 . 1 . This is the Knysna Local Municipality Policy for Infrastructure Procurement and Delivery 
Management in accordance with the provisions of the regulatory frameworks for procurement and 
supply chain management. 

1.2. The scope includes the procurement of goods and services necessary for a new facility to be 
occupied and used as a functional entity but excludes: 

a) the storage of goods and equipment following their delivery to the Knysna Municipality which 
are stored and issued to contractors or to employees; 

b) the disposal or letting of land; 

c) the conclusion of any form of land availability agreement; 

d) the leasing or rental of moveable assets; and 

e) public private partnerships. 

f) Provision of municipal services by external mechanism referred to in s8 of MSA. 

1 . 3 . This Policy applies to construction-related works for the provision of new infrastructure or the 
rehabilitation, refurbishment or alteration of existing infrastructure, projected to cost in excess of 
R30 000. 
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2. Terms, Definitions and Abbreviations 


2.1. In this Policy, unless the context otherwise indicates, a word or expression to which a meaning 
has been assigned in the Municipal Finance Management Act, no 56 of 2003, has the same 
meaning as in the Act, and - 


2.1.1. “Authorised Person” 

the municipal manager or chief executive or the appropriately 
delegated authority to award, cancel, amend, extend or 
transfer a contract or order 

2.1.2. “Accounting Officer” 

in relation to a Municipality means the Municipal Manager as 
described in Section 60 of the Local Government: Municipal 
Finance Management Act, no 56 of 2003 as well as Section 82 
of the Municipal Structures Act, no 117 of 1998. 

2.1.3. “Conflict of Interest” 

any situation in which: 

a) someone in a position of trust has competing 
professional or personal interests which make it difficult 

for him to fulfil his duties imoartiallv, 

b) an individual or organization is in a position to exploit a 
professional or official capacity in some way for his 
personal or for corporate benefit, or 

c) incompatibility or contradictory interests exist between an 
employee and the organization which employs that 
employee 

2.1.4. “Contract Manager” 

person responsible for administering a package on behalf of 
the employer and performing duties relating to the overall 
management of such contract from the implementer’s point of 
view 

2.1.5. “Family Member” 

a person’s spouse, whether in a marriage or in a customary 
union according to indigenous law, domestic partner in a civil 
union, or child, parent, brother, sister, whether such a 
relationship results from birth, marriage or adoption 

2.1 .6. “Framework Agreement” 

an agreement between an organ of state and one or more 
contractors, the purpose of which is to establish the terms 
governing orders to be awarded during a given period, in 
particular with regard to price and, where appropriate, the 
quantity envisaged 

2.1.7. “Gate” 

a control point at the end of a process where a decision is 
required before proceeding to the next process or activity 

2.1.8. “Gateway Review” 

an independent review of the available information at a gate 
upon which a decision to proceed or not to the next process is 
based 

2.1.9. “Gratification” 

an inducement to perform an improper act 

2.1.10. “Infrastructure Delivery” 

the combination of all planning, technical, administrative and 
managerial actions associated with the construction, supply, 
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renovation, rehabilitation, alteration, maintenance, operation or 
disposal of infrastructure 

2.1.11. “Infrastructure 

Procurement” 

the procurement of goods or services including any 
combination thereof associated with the acquisition, 
renovation, rehabilitation, alteration, maintenance, operation or 
disposal of infrastructure 

2.1.12. “Maintenance” 

the combination of all technical and associated administrative 
actions during an item's service life to retain it in a state in 
which it can satisfactorily perform its required function 

2.1.13. “Operation” 

combination of all technical, administrative and managerial 
actions, other than maintenance actions, that results in the 
item being in use 

2.1.14. “Order” 

an instruction to provide goods, services or any combination 
thereof under a framework agreement 

2.1.15. “Organ of State” 

an organ of state as defined in Section 239 of the Constitution 
of the Republic of South Africa 

2.1.16. “Procurement Document” 

documentation used to initiate or conclude (or both) a contract 
or the issuing of an order 

2.1.17. “Principal” 

a natural person who is a partner in a partnership, a sole 
proprietor, a director a company established in terms of the 
Companies Act of 2008 (Act No. 71 of 2008) or a member of a 
close corporation registered in terms of the Close Corporation 
Act, 1984, (Act No. 69 of 1984) 

2.1.18. “Standard” 

the latest edition of the Standard for Infrastructure 

Procurement and Delivery Management as published by 

National Treasury 

2.1.19. “Working Day” 

any day of a week on which is not a Sunday, Saturday or 
public holiday 


2.2. Abbreviations 


Forthe purposes of this document, the following abbreviations apply: 


2.2.1. CIDB 

Construction Industry Development Board 

2.2.2. SARS 

South African Revenue Services 

2.2.3. SCM 

Supply Chain Management 


3. General requirements 

3.1. Delegations 

3.1.1. The Knysna Municipality Council hereby delegates all powers and duties to the Municipal 
Manager which are necessary to enable the Municipal Manager to: 
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a) discharge the supply chain management responsibilities conferred on Accounting Officers 
in terms of Chapter 8 of the Local Government Municipal Finance Management Act of 
2003 and this document; 

b) maximise administrative and operational efficiency in the implementation of this document; 

c) enforce reasonable cost-effective measures for the prevention of fraud, corruption, 
favouritism, unfair and irregular practices in the implementation of this Policy; and 

d) comply with his or her responsibilities in terms of Section 115 and other applicable provisions 
of the Local Government Municipal Finance Management Act of 2003. 

3.1 . 2 . No departure shall be made from the provisions of this Policy without the approval of the 

Municipal Manager of the Knysna Municipality. 

3.1.3. The Municipal Manager shall for oversight purposes: 

a) within 30 days of the end of each financial year, submit a report on the implementation of 
this Policy, of the Knysna Municipality Council; 

b) whenever there are serious and material problems in the implementation of this Policy, 
immediately submit a report to the Council; 

c) within 10 days of the end of each quarter, submit a report on the implementation of the Policy 
to the Executive Mayor; and 

d) make the reports public in accordance with Section 21A of the Municipal Systems Act of 
2000. 


3.2. Implementation of the Standard for Infrastructure Procurement and Delivery Management 

Infrastructure procurement and delivery management shall be undertaken in accordance with all the 
applicable legislation and the relevant requirements of the latest edition of the National Treasury Standard 
for Infrastructure Procurement and Delivery Management, unless this Policy prescribes otherwise. 


3.3. Supervision of the infrastructure delivery management unit 

3.3.1. The Infrastructure Delivery Management Unit shall be directly supervised by the Chief Financial 
Officer as delegated in terms of Section 82 of the MFMA. 


3.4. Objections and complaints 

3.4.1. Persons aggrieved by decisions or actions taken in the implementation of this Policy, may lodge 
within 21 days of the decision or action, a written objection or complaint against the decision or 
action. 


3.5. Resolution of disputes, objections, complaints and queries 

3.5.1. The Accounting Officer shall appoint an independent and impartial person, not directly involved in 
the infrastructure delivery management processes to assist in the resolution of disputes between 
the Knysna Municipality and other persons regarding: 

a) any decisions or actions taken in the implementation of the supply chain management 
system; 

b) any matter arising from a contract awarded within the Knysna Municipality’s infrastructure 
delivery management system; or 

c) to deal with objections, complaints or queries regarding any such decisions or actions or any 
matters arising from such contract. 

3.5.2. The designated person shall assist the person appointed in terms of 3.5.1 to perform his or her 
functions effectively. 
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3.5.3. The person appointed in terms of 3.5.1 shall: 

a) strive to resolve promptly all disputes, objections, complaints or queries received; and 

b) submit monthly reports to the Municipal Manager on all disputes, objections, complaints or 
queries received, attended to or resolved. 

3.5.4. A dispute, objection, complaint or query may be referred to the Provincial Treasury if: 

a) the dispute, objection, complaint or query is not resolved within 60 days; or 

b) no response is forthcoming within 60 days. 

3.5.5. If the Provincial Treasury does not or cannot resolve the matter, the dispute, objection, complaint 
or query may be referred to the National Treasury for resolution. 


4. Control framework for infrastructure delivery management 


4.1. Assignment of responsibilities for approving or accepting end of stage deliverables 

4.1.1. The responsibilities for approving or accepting end of stage deliverables shall be as stated in 
Table 1. 


4.2. General 

4.2.1. Prefeasibility and feasibility reports shall be required as end-of-stage deliverables for stages 3 and 
4, respectively, where a major capital project is required for where the total project capital 
expenditure exceeds R1,0 billion (including VAT), or where the expenditure per year for a 
minimum of three years exceeds R250 million per annum (including VAT). 

4.2.2. Stages 3 and 4 may be omitted for the following: 

a) a building project with or without related site works; or 

b) a process-based, somewhat repetitive or relatively standardised project where the risk of 
failing to achieve time, cost and quality objectives is relatively low. 

4.2.3. Stages 3 to 9 may be omitted where the required work does not involve the provision of new 
infrastructure or the rehabilitation, refurbishment or alteration of existing infrastructure. 

4.2.4. Stages 5 and 6 may be omitted if sufficient information to proceed to stage 7 is contained in the 
stage 4 deliverable. 

4.2.5. The infrastructure plan (stage 1), which is informed by demand management requirements as set 
out in 6.2, initiation reports (stage 0), decisions made during stages 3 and 4 and work in progress 
in stages 5 to 9, and the procurement strategy (stage 2) shall be reviewed and updated at least 
once a year. 

4.2.6. The approval of the infrastructure plan and the securing of the necessary budget shall be obtained 
prior to advancing to stage 3. All subsequent stages shall only be proceeded with if the necessary 
budget is in place. 

4.2.7. A stage shall only be complete when the deliverable has been approved or accepted by the 
person or persons designated in the institutional arrangements to do so. 

4.2.8. Activities associated with stages 5 to 9 may be undertaken in parallel or series, provided that each 
stage is completed in sequence. 

4.2.9. The level of detail contained in a deliverable associated with the end of each stage shall be 
sufficient to enable informed decisions to be made to proceed to the next stage. In the case of 
stages 3 to 6, such detail shall, in addition, be sufficient to form the basis of the scope of work for 
taking the package forward in terms of the selected contracting strategy. 
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4.2.10. The approvals or acceptances at each gate shall be retained for record purposes for a period of 
not less than five years of such acceptance or approval in a secured environment, unless 
otherwise determined in terms of the National Archives and Record Services of South African Act. 


4.3. Gateway reviews 

4.3.1. Gateway reviews for major capital projects above the threshold of R 50 million. 

4.3.1.1. The Municipal Manager shall appoint a gateway review team for major capital projects. 

4.3.1.2. A gateway review team shall comprise not less than three persons who are not involved in the 
project associated with the works covered by the end of the stage 4 deliverable, and who are 
familiar with various aspects of the subject matter of the deliverable at the end of the stage under 
review. 

4.3.1.3.Such a team shall be led by a person who has at least six years postgraduate experience in the 
planning of infrastructure projects and is registered either as a professional engineer in terms of 
the Engineering Professions Act, a professional quantity surveyor in terms of the Quantity 
Surveying Professions Act or a professional architect in terms of the Architectural Professions Act. 

4.3.1.4.The members of the team shall, as relevant, have expertise in key technical areas, cost 
estimating, scheduling and implementation of similar projects. 

4.3.1 .S.The Provincial Treasury shall be notified of a proposed gateway review for a major capital project, 
three weeks priorto the conducting of such a review. 

4.3.1.6.Such notification shall be accompanied by a brief outline of the proposed project or package, the 
names and qualifications of the reviewers and the timeframes for the review. 

4.3.1.7. The Provincial Treasury may nominate additional persons to serve on the review team. 

4.3.1.8. The gateway review team shall base its findings primarily on: 

4.3.1.8.1. the information contained in the end-of-stage deliverables; 

4.3.1.8.2. supplementary documentation, if any, provided by key staff obtained during an interview 
process; and 

4.3.1.8.3. interviews with key staff members and stakeholders. 


4.3.2. The gateway review team shall issue a report at the conclusion of a gateway review, which 

indicates the team’s assessment of the information at the end of a stage and provides findings or 
recommendations on areas where further work may be undertaken to improve such information, 
within 30 days of receiving such an instruction. 


Table 1: Stages, end-of-stage deliverables and responsibilities for approving or accepting end-of- 
stage deliverables in the control framework for the management of infrastructure delivery 


No 

Name of Stage 

End-of-Stage Deliverable 
(Output) 

Key Person to 
Review and 
Accept 
Deliverable 

Key Person to 
Approve 
Deliverable 

Project Value 

0 

Project initiation 

Initiation Report 

which outlines the high-level 
business case together with the 
estimated project cost and 
proposed schedule for a single 

Relevant Project 
Manager 

The relevant Head of 
Department 

All 


Policy Title: Infrastructure Procurement Delivery Management Policy 







P a g e |11 


No 

Name of Stage 

End-of-Stage Deliverable 
(Output) 

Key Person to 
Review and 
Accept 
Deliverable 

Key Person to 
Approve 
Deliverable 

Project Value 



project or a group of projects 
having a similar high-level 
scope 




1 

Infrastructure planning 

Infrastructure Plan 

which identifies and prioritises 
projects and packages against 
a forecasted budget over a 
period of at least five years 

Relevant Project 
Manager 

The relevant Head of 
Department 

All 

2 

Strategic resourcing 

Procurement Strategy 

A delivery and/or procurement 
strategy which, for a portfolio of 
orojects, identifies the delivery 
strategy in respect of each 
oroject or package and, where 
needs are met through own 
crocurement system, a 
crocurement strategy 

Relevant Project 
Manager 

The relevant Head of 
Department 


3 

Pre-feasibility 

Pre-feasibility Report 

which determines whether or 
not it is worthwhile to proceed 
to the feasibility stage 

Relevant Project 
Manager 

The relevant Head of 
Department 

>R20m 

Preparation and briefing 

Service Level Agreement 

A strategic brief which defines 
project objectives, needs, 
acceptance criteria and client 
priorities and aspirations, and 
which sets out the basis for the 
development of the concept 
report for one or more 
packages 

Relevant Project 
Manager 

The relevant Head of 
Department 

All 

4 

Feasibility 

Feasibility Report 

which presents sufficient 
information to determine 
whether or not the project 
should be implemented 

Relevant Project 
Manager 

The relevant Head of 
Department 

>R2m 

Concept and viability 

Inception Report 

A concept report which 
establishes the detailed brief, 
scope, scale, form and control 
budget, and sets out the 

Relevant Project 
Manager 

The relevant Head of 
Department 

>R2m 
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No 

Name of Stage 

End-of-Stage Deliverable 
(Output) 

Key Person to 
Review and 
Accept 
Deliverable 

Key Person to 
Approve 
Deliverable 

Project Value 



integrated concept for one or 
more packages 




5 

Design development 

Design Report 

A design development report 
which develops in detail the 
approved concept to finalise the 
design and definition criteria, 
sets out the integrated 
developed design, and contains 
the cost plan and schedule for 
one or more packages 

Relevant Project 
Manager 

The relevant Head of 
Department 


6 

Design 

documentation 

6A Production 
information 

Tender Document 

Production information which 
provides the detailing, 
performance definition, 
specification, sizing and 
positioning of all systems and 
components enabling either 
construction (where the 
constructor is able to build 
directly from the information 
prepared) or the production of 
manufacturing and installation 
information for construction 

Relevant Project 
Manager 

Bid Specification 
Committee 

All 



6B 

Manufacture, 
fabrication and 
construction 
information 

Working Drawings 

Manufacture, fabrication and 
construction information 
produced by or on behalf of the 
constructor, based on the 
production information provided 
for a package which enables 
manufacture, fabrication or 
construction to take place 

Relevant Project 
Manager 

N/A 

All 

7 

Works 

Practical Completion 
Certificate 

Completed works which are 
capable of being occupied or 
used 

Relevant Project 
Manager (when 
using external 
service providers) 

Relevant Project 
Manager (when 
using internal 
process) 

All 

8 

Handover 

Completion Certificate and 
Record Drawings 

Works which have been taken 
over by the user or owner 

Relevant Project 
Manager 

The relevant Head of 
Department 

All 
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No 

Name of Stage 

End-of-Stage Deliverable 
(Output) 

Key Person to 
Review and 
Accept 
Deliverable 

Key Person to 
Approve 
Deliverable 

Project Value 



complete with record 
information 




9 

Package completion 

Final Approval Certificate, 
Final Payment Certificate and 
Close-out Report 

Works with notified defects 
corrected, final account settled 
and the close out report issued 

Relevant Project 
Manager 

The relevant Head of 
Department 

All 


5. Control framework for infrastructure procurement 


5.1. The responsibilities for taking the key actions associated with the formation and conclusion of 
contracts including framework agreements above the quotation threshold of R200 000 shall be as 
stated in Table 2. 

5.2. The responsibilities for taking the key actions associated with the quotation procedure and the 
negotiation procedure where the value of the contract is less than the threshold set for the 
quotation procedure, of R200 000, shall be as follows: 

a) The Bid Specification Committee or the Manager: SCM shall grant approval for the issuing of the 
procurement documents, based on the contents of a documentation review report developed in 
accordance with the provisions of the standard; 

b) The delegated Head of Department may award the contract if satisfied with the recommendations 
contained in the evaluation report prepared in accordance with the provisions of the standard. 

5.3. The responsibilities for taking the key actions associated with the issuing of an order in terms of a 
framework agreement shall be as stated in Table 3. 


6. Infrastructure delivery management requirements 


6.1. Institutional arrangements 

6.1.1. Committee system for procurement 

6.1.1.1. General 

6.1.1.1.1. A committee system comprising the Bid Specification Committee, Bid Evaluation Committee 
and Bid Adjudication Committee shall be applied to all procurement procedures where the 
estimated value of the procurement exceeds the financial threshold for quotations and to the 
putting in place of framework agreements projected to cost in excess of R200 000. 

6.1.1.1.2. The Accounting Officer may consider applying the requirements of the committee system to a 
lower threshold. 

6.1.1.1.3. The Bid Evaluation Committee, shall, where competition for the issuing of an order amongst 
framework contractors takes place and the value of the order exceeds the financial threshold 
for quotations, evaluate the quotations received. 
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6.1.1.1.4. The persons appoint in writing as technical advisors and subject matter experts may attend any 
committee meeting. 

6.1.1.1.5. No person who is a political officer bearer, a public office bearer including any Councillor of a 
municipality, a political advisor or a person appointed in terms of Section 12A of the Public 
Service Act of 1994 or who has a conflict of interest shall be appointed to a Bid Specification, 
Bid Evaluation or Bid Adjudication Committee. 

6.1.1.1.6. Committee decisions shall as far as possible be based on the consensus principle i.e. the 
general agreement characterised by the lack of sustained opposition to substantial issues. 
Committees shall record their decisions in writing. Such decisions shall be kept in a secured 
environment for a period of not less than five years after the completion or cancellation of the 
contract unless otherwise determined in terms of the National Archives and Record Services 
Act of 1996. 

6.1.1.1.7. Committees may make decisions at meetings or, subject to the committee chairperson’s 
approval, on the basis of responses to documents circulated to committee members provided 
that not less than sixty percent of the members are present or respond to the request for 
responses. Where the committee chairperson is absent from the meeting, the members of the 
committee who are present shall elect a chairperson from one of them to preside at the 
meeting. 


6.1.1.2. Bid Specification Committee 

6.1.1.2.1. The Municipal Manager shall appoint in writing: 

(a) the persons to review the procurement documents and to develop a procurement 
documentation review report; and 

(b) the members of the Bid Specification Committee. 

6.1.1.2.2. The approval of procurement documents at Procurement Gate 3 or Framework Agreement 
Gate 2 shall be based on the contents of a procurement documentation review report, if 
possible. 

6.1.1.2.3. Where the procurement relates to the provision of new infrastructure or the rehabilitation, 
refurbishment or alteration of existing infrastructure, such a report shall be prepared by one or 
more persons who participated in the review and who are registered as far as possible, as a: 

(a) professional architect or professional senior architectural technologist in terms of the 
Architectural Profession Act or a professional landscape architect or a professional 
landscape technologist in terms of the Landscape Architectural Profession; 

(b) a professional engineer or professional engineering technologist in terms of the Engineering 
Profession Act; or 

(c) a professional quantity surveyor in terms of the Quantity Surveying Professions Act. 

6.1.1.2.4. The Bid Specification Committee shall comprise two or more persons. 

6.1.1.2.5. The chairperson shall be an employee of the Knysna Municipality with requisite skills. 

6.1.1.2.6. Other members shall, where relevant, include a representative of the end user or the 
department requiring infrastructure delivery. 

6.1.1.2.7. No member of, or technical adviser or subject matter expert who participates in the work of any 
of the procurement committees or a family member or associate of such a member, may tender 
for any work associated with the tender which is considered by these committees. 
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Table 2: Procurement activities and gates associated with the formation and conclusion of 
contracts above the quotation threshold 


Activity 

Sub-Activity 

(see Table 3 of the standard) 

Key action 

Person assigned 
responsibility to 
perform key action 

1* 

Establish what is to be 
procured 

1.3 PG1 

Obtain permission to start with the 
procurement process 

Make a decision to proceed / not 
to proceed with the procurement 
based on the broad scope of 
work and the financial 
estimates. 

Project Manager 

2* 

Decide on procurement 
strategy 

2.5 PG2 

Obtain approval for procurement 
strategies that are to be adopted 
including specific approvals to 
approach a confined market or the 
use of the negotiation procedure 

Confirm selection of strategies 
so that tender offers can be 
solicited 

Project Manager 

3 

Solicit tender offers 

3.2 PG3 

Obtain approval for procurement 
documents 

Grant approval for the issuing of 
the procurement documents 

Bid Specification 
Committee 



3.3 PG4 

Confirm that budgets are in place 

Confirm that finance is available 
for the procurement to take 
place 

Bid Specification 
Committee 

4 

Evaluate tender offers 

4.2 PG5 

Obtain authorisation to proceed 
with next phase of tender process 
in the qualified, proposal or 
competitive negotiations procedure 

Review evaluation report, ratify 
recommendations and authorise 
progression to the next stage of 
the tender process 

Bid Evaluation 
Committee 



4.7 PG6 

Confirm recommendations 
contained in the tender evaluation 
report 

Review recommendations of the 
Bid Evaluation Committee and 
refer back to Bid Evaluation 
Committee for reconsideration 
or make recommendation for 
award 

Bid Adjudication 
Committee 

5 

Award contract 

5.3 PG7 

Award contract 

Formally accept the tender offer 
in writing and issue the 
contractor with a signed copy of 
the contract 

Bid Adjudication 
Committee or 
Municipal Manager 



5.5 GF1 

Upload data in financial 
management and payment system 

Verify data and upload 
contractor’s particulars and data 
associated with the contract or 
order 

SCM 



6.4 

PG8A 

Obtain approval to waive penalties 
or low performance damages. 

Approve waiver of penalties or 
low performance damages 

The Relevant Head of 
Department 



6.5 

PG8B 

Obtain approval to notify and refer 
a dispute to an adjudicator 

Grant permission for the referral 
of a dispute to an adjudicator or 

Municipal Manager 
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Activity 

Sub-Activity 

(see Table 3 of the standard) 

Key action 

Person assigned 
responsibility to 
perform key action 





for final settlement to an 
arbitrator or court of law 


6 

Administer contracts and 
confirm compliance 
requirements 

6.6 

PG8C 

Obtain approval to increase the 
total of prices, including 
contingencies and price 
adjustment for inflation, or the time 
for completion at the award of a 
contract or the issuing of an order 
up to a specified percentage 21 

Approve amount of time and 
cost overruns up to the 
threshold 

The Relevant Head of 
Department 



6.7 

PG8D 

Obtain approval to exceed the total 
of prices, including contingencies 
and price adjustment for inflation, 
or the time for completion at award 
of a contract or the issuing of an 
order by up to or exceeding a 
specified percentage 

Approve amount of time and 
cost overruns above the 
threshold 

Municipal Manager 
Council to note for 
value exceeding 20% 



6.8 

PG8E 

Obtain approval to cancel or 
terminate a contract 

Approve amount 

The Relevant Head of 
Department 



6.9 

PG8F 

Obtain approval to amend a 
contract 

Approve proposed amendment 
to contract 

Municipal Manager 


6.1.1.3. Bid Evaluation Committee 

6.1.1.3.1. The Municipal Manager shall appoint in writing: 

a) the members of the Bid Evaluation Committee to prepare the procurement evaluation and, where 

applicable, the quality evaluations. 

6.1.1.3.2. The Bid Evaluation Committee shall comprise not less than three people. The chairperson shall 
be an employee of the Knysna Municipality with requisite skills. Other members shall include a 
supply chain management practitioner and, where relevant, include an official from the 
department requiring infrastructure delivery. 

6.1.1.3.3. The evaluation report shall be prepared by one or more persons who are conversant with the 
nature and subject matter of the procurement documents or the framework contract, and who 
are as far as possible, registered as: 

a) a professional architect or professional senior architectural technologist in terms of the 
Architectural Profession Act; 

b) a professional engineer or professional engineering technologist in terms of the Engineering 
Profession Act; 

c) a professional landscape architect or a professional landscape technologist in terms of the 
Landscape Architectural Profession; 

d) a professional project manager or a professional construction manager in terms of the Project 
and Construction Management Professions Act; or a professional quantity surveyor in terms 
of the Quantity Surveying Profession Act. 

6.1.1.3.4. The Bid Evaluation Committee shall review the evaluation reports and as a minimum verify the 
following in respect of the recommended tenderer: 
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a) the capability and capacity of a tenderer to perform the contract; 

b) the tenderer’s tax and municipal rates and taxes compliance status; 

c) confirm that the tenderer’s municipal rates and taxes and municipal service charges are not in 
arrears; 

d) the Compulsory Declaration has been completed; and 

e) the tenderer is not listed in the National Treasury’s Register for Tender Defaulters or the List of 
Restricted Suppliers. 

6.1.1.3.5. No tender submitted by a member of, or technical adviser or subject matter expert who 
participates in the work of the Bid Specification Committee or a family member or associate of 
such a member, may be considered by the Bid Evaluation Committee. 

6.1.1.3.6. The chairperson of the Bid Evaluation Committee shall promptly notify the Municipal Manager 
of any respondent or tenderer who is disqualified for having engaged in fraudulent or corrupt 
practices during the tender process. 


6.1.1.4.Bid Adjudication Committee 

6.1.1.4.1. The Bid Adjudication Committee must consist of at least four senior managers of the 
municipality which must include - 

a) the Chief Financial Officer or, if the Chief Financial Officer is not available, another manager in 
the budget and treasury office reporting directly to the Chief Financial Officer and designated by 
the Chief Financial Officer; and 

b) at least one senior supply chain management practitioner who is an official of the municipality; 
and 

c) a technical expert in the relevant field who is an official, if such an expert exists. 

6.1.1.4.2. The Accounting Officer must appoint the chairperson of the committee. If the chairperson is 
absent from a meeting, the members of the committee who are present must elect one of them 
to preside at the meeting. 

6.1.1.4.3. No member of the Bid Evaluation Committee may serve on the Bid Adjudication Committee. A 
member of a Bid Evaluation Committee may, however, participate in the deliberations of a Bid 
Adjudication Committee as a technical advisor or a subject matter expert. 

6.1.1.4.4. The Bid Adjudication Committee shall: 

a) consider the report and recommendations of the Bid Evaluation Committee and: 

1) verify that the procurement process which was followed complies with the provisions 
of this document; 

2) confirm that the report is complete and addresses all considerations necessary to 
make a recommendation; 

3) confirm the validity and reasonableness of reasons provided for the elimination of 
tenderers; and 

4) consider commercial risks and identify any risks that have been overlooked or fall 
outside of the scope of the report which warrant investigation prior to taking a final 
decision; and 

5) refer the report back to the Bid Evaluation Committee for their reconsideration or 
make a recommendation to the authorised person on the award of a tender, with or 
without conditions, together with reasons for such recommendation; 

6) or alternatively make a recommendation to the Municipal Manager to award if the 
value exceeds R10 million. 

6.1.1.4.5. The Bid Adjudication Committee shall consider proposals regarding the cancellation, 
amendment, extension or transfer of contracts that have been awarded and make a 
recommendation to the authorised person on the course of action, which should be taken. 
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6.1.1.4.6. The Bid Adjudication Committee shall consider the merits of an unsolicited offer and make a 
recommendation to the Municipal Manager. 

6.1.1.4.7. The Bid Adjudication Committee shall report to the Municipal Manager any recommendation 
made to award a contract to a tenderer other than the tenderer recommended by the Bid 
Evaluation Committee, giving reasons for making such a recommendation. 

6.1.1.4.8. The Bid Adjudication Committee shall not make a recommendation for an award of a contract 
or order if the recommended tenderer or framework contractor has: 

a) made a misrepresentation or submitted false documents in competing for the contract or order; or 

b) been convicted of a corrupt or fraudulent act in competing for any contract during the past five 
years. 

6.1.1.4.9. The Bid Adjudication Committee may on justifiable grounds and after following due process, 
disregard the submission of any tenderer if that tenderer or any of its directors, members or 
trustees or partners has abused the delivery management system or has committed fraud, 
corruption or any other improper Conduct in relation to such system. The National Treasury and 
the Provincial Treasury shall be informed where such tenderers are disregarded. 


6.1.2. Actions of an authorised person relating to the award of a contract or an order 

6.1.2.1. Award of a contract 

6.1.2.1.1. The Municipal Manager shall, if the value of the contract inclusive of VAT, is within his or her 
delegation, consider the report(s) and recommendations of the Bid Adjudication Committee and 
either: 

a) award the contract after confirming that the report is complete and addresses all considerations 
necessary to make a recommendation and budgetary provisions are in place; or 

b) decide not to proceed or to start afresh with the process. 

6.1.2.1.2. The Municipal Manager shall immediately notify the Bid Adjudication Committee if a tender 
other than the recommended tender is awarded, save where the recommendation is changed 
to rectify an irregularity. Such person shall, within 10 working days, notify in writing the Auditor- 
General, the National Treasury and the Provincial Treasury, and, in the case of a municipal 
entity, also the parent municipality, of the reasons for deviating from such recommendation. 


6.1 2.2.lssuing of an order 

6.1.2.2.1. The Head of Department shall, if the value of an order issued in terms of a framework contract, 
is within his or her delegation, consider the recommendation of the Bid Evaluation Committee 
as relevant, and either: 

a) authorise the issuing of an order; or 

b) decide not to proceed or to start afresh with the process. 

6.1.2.2.2. The person responsible for authorising an order shall, prior to authorising the issuing of an 
order: 

a) confirm that the required goods or services, or any combination thereof, are within the scope 
of work associated with the relevant framework contract; and 

b) consider the recommendations of the evaluation report where competition amongst 
framework contracts takes place or a significant proportion of the total of the prices is 
negotiated, based on the financial parameter contained in the framework contract, and 
either 


Policy Title: Infrastructure Procurement Delivery Management Policy 







P a g e 1 19 


6.1.3. Conduct of those engaged in infrastructure delivery 

6.1 3.1 General requirements 

6.1.3.1.1. All personnel and agents of the Knysna Municipality shall comply with the requirements of the 
CIDB Code of Conduct for all Parties engaged in Construction Procurement. They shall: 

a) behave equitably, honestly and transparently; 

b) discharge duties and obligations timeously and with integrity; 

c) comply with all applicable legislation and associated regulations; 

d) satisfy all relevant requirements established in procurement documents; 

e) avoid conflicts of interest; and 

f) not maliciously or recklessly injure or attempt to injure the reputation of another party. 

6.1.3.1.2. All personnel and agents engaged in Knysna Municipality’s infrastructure delivery management 
system shall: 

a) not perform any duties to unlawfully gain any form of compensation, payment or gratification from 
any person for themselves or a family member or an associate; 

b) perform their duties efficiently, effectively and with integrity and may not use their position for 
private gain or to improperly benefit another person; 

c) strive to be familiar with and abide by all statutory and other instructions applicable to their duties; 

d) furnish information in the course of their duties that is complete, true and fair and not intended to 
mislead; 

e) ensure that resources are administered responsibly; 

f) fair and impartial in the performance of their functions; 

g) at no time afford any undue preferential treatment to any group or individual or unfairly 
discriminate against any group or individual; 

h) not abuse the power vested in them; 

i) not place themselves under any financial or other obligation to external individuals or firms that 
might seek to influence them in the performance of their duties; 

j) assist the Knysna Municipality in combating corruption and fraud within the infrastructure 
procurement and delivery management system; 

k) not disclose information obtained in connection with a project except when necessary to carry out 
assigned duties; 

l) not make false or misleading entries in reports or accounting systems; and keep matters of a 
confidential nature in their possession confidential unless legislation, the performance of duty or 
the provision of the law require otherwise. 

6.1.3.1.3. An employee or agent may not amend or tamper with any submission, tender or contract in any 
manner whatsoever. 


6.1.3.2.Conflicts of interest 

6.1.3.2.1. The employees and agents of the Knysna Municipality who are connected in any way to 
procurement and delivery management activities which are subject to this Policy, shall: 

a) disclose in writing to the employee of the Knysna Municipality to whom they report, or to the 
person responsible for managing their contract, if they have, or a family member or associate 
has, any conflicts of interest; and 

b) not participate in any activities that might lead to the disclosure of the Knysna Municipality 
proprietary information. 

6.1.3.2.2. The employees and agents of the Knysna Municipality shall declare and address any perceived 
or known conflict of interest, indicating the nature of such conflict to whoever is responsible for 
overseeing the procurement process at the start of any deliberations relating to a procurement 
process or as soon as they become aware of such conflict, and abstain from any decisions 
where such conflict exists or recuse themselves from the procurement process, as appropriate. 
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6.1.3.2.3. Agents who prepare a part of a procurement document may in exceptional circumstances, 
where it is in the Knysna Municipality’s interest to do so, submit a tender for work associated 
with such documents provided that: 

a) the Knysna Municipality states in the tender data that such an agent is a potential tenderer; 

b) all the information which was made available to, and the advice provided by that agent which is 
relevant to the tender, is equally made available to all potential tenderers upon request, if not 
already included in the scope of work; and 

c) the Bid Specification Committee is satisfied that the procurement document is objective and 
unbiased having regard to the role and recommendations of that agent. 


6.1 3.3.Evaluation of submissions received from respondents and tenderers 

6.1.3.3.1. The confidentiality of the outcome of the processes associated with the calling for expressions 
of interest, quotations or tenders shall be preserved. Those engaged in the evaluation process 
shall: 

a) not have any conflict between their duties as an employee or an agent and their private interest; 

b) may not be influenced by a gift or consideration (including acceptance of hospitality) to show 
favour or disfavour to any person; 

c) deal with respondents and tenderers in an equitable and even-handed manner at all times; and 

d) not use any confidential information obtained for personal gain and may not discuss with, or 
disclose to outsiders, prices which have been quoted or charged to the Knysna Municipality. 

6.1.3.3.2. The evaluation process shall be free of conflicts of interest and any perception of bias. Any 
connections between the employees and agents of the Knysna Municipality and a tenderer or 
respondent shall be disclosed and recorded in the tender evaluation report. 

6.1.3.3.3. the Knysna Municipality personnel and their agents shall immediately withdraw from 
participating in any manner whatsoever in a procurement process in which they, or any close 
family member, partner or associate, has any private or business interest. 


6.1 3.4.Non-disclosure agreements 

6.1.3.4.1 . Confidentiality agreements in the form of non-disclosure agreements shall, where appropriate, 
be entered into with agents and potential contractors to protect the Knysna Municipality’s 
confidential information and interests. 


6.1 3.5.Gratifications, hospitality and gifts 

6.1.3.5.1. The employees and agents of the Knysna Municipality shall not, directly or indirectly, accept or 
agree or offer to accept any gratification from any other person including a commission, 
whether for the benefit of themselves or for the benefit of another person, as an inducement to 
improperly influence in any way a procurement process, procedure or decision. 

6.1.3.5.2. The employees and agents of the Knysna Municipality as well as their family members of 
associates shall not receive any of the following from any tenderer, respondent or contractor or 
any potential contractor: 

a) money, loans, equity, personal favours, benefits or services; 

b) overseas trips; or 

c) any gifts or hospitality irrespective of value from tenderers or respondents prior to the 
conclusion of the processes associated with a call for an expression of interest or a 
tender. 

6.1.3.5.3. The employees and agents of the Knysna Municipality shall not purchase any items at 
artificially low prices from any tenderer, respondent or contractor or any potential contractor at 
artificially low prices which are not available to the public. 
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6.1.3.5.4. All employees and agents of the Knysna Municipality may for the purpose of fostering inter- 
personal business relations accept the following: 

a) meals and entertainment, but excluding the cost of transport and accommodation; 

b) promotional material of small intrinsic value such as pens, paper-knives, diaries, 
calendars, etc.; 

c) incidental business hospitality such as business lunches or dinners, which the employee 
is prepared to reciprocate; 

d) complimentary tickets to sports meetings and other public events, but excluding the cost 
of transport and accommodation, provided that such tickets are not of a recurrent nature. 

6.1.3.5.5. Gifts listed in a) to d) or gifts in kind which have an intrinsic value greater than R350 may not be 
accepted. 

6.1.3.5.6. Under no circumstances shall gifts be accepted from prospective contractors during the 
evaluation of calls for expressions of interest, quotations or tenders that could be perceived as 
undue and improper influence of such processes. 

6.1.3.5.7. Employees and agents of the Knysna Municipality shall without delay report to the Municipal 
Manager any incidences of a respondent, tenderer or contractor who directly or indirectly offers 
a gratification to them or any other person to improperly influence in any way a procurement 
process, procedure or decision. 


6.1.3.6.Reporting of breaches 

6.1.3.6.1. Employees and agents of the Knysna Municipality shall promptly report to the Municipal 
Manager any alleged improper conduct which they may become aware of, including any 
alleged fraud or corruption. 


6.1.4. Measures to prevent abuse of the infrastructure delivery system 

6.1.4.1 .The Municipal Manager shall investigate all allegations of corruption, improper conduct or failure 
to comply with the requirements of this Policy against an employee or an agent, a contractor or 
other role player and, where justified: 

a) take steps against an employee or role player and inform the National Treasury and the 
Provincial Treasury of those steps; 

b) report to the South African Police Service any conduct that may constitute a criminal 
offence; 

c) lodge complaints with the Construction Industry Development Board or any other relevant 
statutory Council where a breach of such Council’s code of conduct or rules of conduct 
are considered to have been breached; cancel a contract if: 

1) it comes to light that the contractor has made a misrepresentation, submitted falsified 
documents or has been convicted of a corrupt or fraudulent act in competing for a 
particular contract or during the execution of that contract; or 

2) an employee or other role player committed any corrupt or fraudulent act during the 
tender process or during the execution of that contract. 


6.1.5. Awards to persons in the service of the state 

6.1.5.1 .Any submissions made by a respondent or tenderer who declares in the Compulsory Declaration 
that a principal is one of the following shall be rejected: 

a) a member of any municipal Council, any provincial legislature, or the National Assembly 
or the National Council of Provinces; 

b) a member of the board of directors of any municipal entity; 

c) an official of any municipality or municipal entity; 
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d) an employee of any national or provincial department, national or provincial public entity 
or constitutional institution within the meaning of the Public Finance Management Act, 
1999 (ActNo. 1 of 1999); 

e) an executive member of the accounting authority of any national or provincial public 
entity; or 

f) an employee of Parliament or a provincial legislature. 

6.1.5.2.The notes to the annual financial statements of the [municipality / municipal entity] shall disclose 
particulars of an award of more than R 2000 to a person who is a family member of a person 
identified in 6.1.5.1 or who has been in the previous 12 months. Such notes shall include the 
name of the person, the capacity in which such person served and the amount of the award. 


6.1.6. Collusive tendering 

6.1.6.1. Any submissions made by a respondent or tenderer who fails to declare in the Compulsory 
Declaration that the tendering entity: 

a) is not associated, linked or involved with any other tendering entity submitting tender 
offers; or 

b) has not engaged in any prohibited restrictive horizontal practices including consultation, 
communication, agreement, or arrangement with any competing or potential tendering 
entity regarding prices, geographical areas in which goods and services will be rendered, 
approaches to determining prices or pricing parameters, intentions to submit a tender or 
not, the content of the submission (specification, timing, conditions of contract etc.) or 
intention to not win a tender shall be rejected. 


6.1.7. Placing of contractors under restrictions 

6.1.7.1.If any tenderer which has submitted a tender offer or a contractor which has concluded a contract 
has, as relevant: 

a) withdrawn such tender or quotation after the advertised closing date and time for the 
receipt of submissions; 

b) after having been notified of the acceptance of his tender, failed or refused to commence 
the contract; 

c) had their contract terminated for reasons within their control without reasonable cause; 

d) offered, promised or given a bribe in relation to the obtaining or the execution of such 
contract; 

e) acted in a fraudulent, collusive or anti-competitive or improper manner or in bad faith 
towards the Knysna Municipality; or 

f) made any incorrect statement in any affidavit or declaration with regard to a preference 
claimed and is unable to prove to the satisfaction of the Knysna Municipality that the 
statement was made in good faith or reasonable steps were taken to confirm the 
correctness of the statements, 

6.1.7.2. The Manager SCM shall prepare a report on the matter and make a recommendation to the 
Municipal Manager for placing the contractor or any of its principals under restrictions from doing 
business with the Knysna Municipality. 

6.1.7.3. The Municipal Manager may, as appropriate, upon the receipt of a recommendation made in 
terms of 6.1.7.1 and after notifying the contractor of such intention in writing and giving written 
reasons for such action, suspend a contractor or any principal of that contractor from submitting a 
tender offer to [name of municipality or municipal entity for a period of time. 

6.1.7.4. The Manager SCM shall: 
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6.1.7.4.1. record the names of those placed under restrictions in an internal register which shall be 
accessible to employees and agents of the Knysna Municipality who are engaged in 
procurement processes; and 

6.1.7.4.2. notify the National Treasury and the Provincial Treasury and, if relevant, the Construction 
Industry Development Board, of such decision and provide them with the details associated 
therewith. 


6.1.8. Complaints 

6.1.8.1. AII complaints regarding the Knysna Municipality’s infrastructure delivery management system 
shall be addressed to the Municipal Manager. Such complaints shall be in writing. 

6.1.8.2. The Chief Financial Officer shall investigate all complaints regarding the infrastructure 
procurement and delivery management system and report on actions taken to the Municipal 
Manager who will decide on what action to take. 


6.2. Acquisition management 

6.2.1. Unsolicited proposal 

6.2.1.1. The Knysna Municipality is not obliged to consider unsolicited offers received outside a normal 
procurement process but may consider such an offer only if: 

a) the goods, services or any combination thereof that is offered is a demonstrably or proven 
unique innovative concept; 

b) proof of ownership of design, manufacturing, intellectual property, copyright or any other 
proprietary right of ownership or entitlement is vested in the person who made the offer; 

c) the offer presents a value proposition which demonstrates a clear, measurable and 
foreseeable benefit for the Knysna Municipality; 

d) the offer is in writing and clearly sets out the proposed cost; 

e) the person who made the offer is the sole provider of the goods or service; and 

f) The Municipal Manager finds the reasons for not going through a normal tender 
processes to be sound. 


6.2.1.2.The Municipal Manager may only accept an unsolicited offer and enter into a contract after 
considering the recommendations of the Bid Adjudication Committee if: 

a) the intention to consider an unsolicited proposal has been made known in accordance 
with Section 21A of the Municipal Systems Act of 2000 together with the reasons why 
such a proposal should not be open to other competitors, an explanation of the potential 
benefits for the [municipality or municipal entity] and an invitation to the public or other 
potential suppliers and providers to submit their comments within 30 days after the notice; 

b) the Knysna Municipality’ has obtained comments and recommendations on the offer from 
the National Treasury and the Provincial Treasury; 

c) the Bid Adjudication Committee meeting which makes recommendations to accept an 
unsolicited proposal was open to the public and took into account any public comments 
that were received and any comments and recommendations received from the National 
Treasury and the Provincial Treasury; and 

d) the provisions of 6.2.1.3 are complied with. 


6.2.1.3.The Municipal Manager shall, within 7 working days afterthe decision to award the unsolicited 
offer is taken, submit the reasons for rejecting or not following the recommendations to the 
National Treasury, the Provincial Treasury and Auditor-General. A contract shall in such 
circumstances not be entered into or signed within 30 days of such submission. 
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6.2.2. Tax and rates compliance 

6.2.2.1 SARS tax clearance 

6.2.2.1.1. No contract may be awarded or an order issued where the value of such transaction exceeds 
R30 000, unless a tenderer or contractor is in possession of an original valid Tax Clearance 
Certificate issued by SARS provided that the tenderer is not domiciled in the Republic of South 
Africa and the SARS has confirmed that such a tenderer is not required to prove their tax 
compliance status. 

6.2.2.1.2. In the case of a partnership, each partner shall comply with the requirements of 6.2.2.1.1. 

6.2.2.1.3. No payment shall be made to a contractor who does not satisfy the requirements of 6.2.2.1.2. 
An employee of the Knysna Municipality shall upon detecting that a tenderer or contractor is not 
tax compliant, immediately notify such person of such status. 

6.2.2.1.4. Notwithstanding the requirements of 6.2.2.1.1 and 6.2.2.1.3 the following shall apply, unless a 
person who is not tax compliant indicates to [designated person] that it intends challenging its 
tax compliance status with SARS, 

b) a non-compliant contractor shall be issued with a first warning that payments in future 
amounts due in terms of the contract may be withheld, before the authorising of any 
payment due to such contractor; 

c) before authorising a further payment due to a non-compliant contractor who has failed to 
remedy its tax compliance status after receiving a first warning, a second and final 
warning shall be issued to such contractor; 

d) no payments may be released for any amounts due in terms of the contract due to a non- 
compliant contractor if, after a period of 30 calendar days have lapsed since the second 
warning was issued, the non-compliant contractor has failed to remedy its tax compliance 
status. 


6.2.2.2.Municipal rates and taxes 

6.2.2.2. 1. No contract may be awarded to a tenderer who, of the principals of that tenderer, owes 
municipal rates and taxes or municipal service charges to any municipality or a municipal entity 
and are in arrears for more than 3 months. 

6.2.2.2.2. No award may be considered to a tenderer who, of the principals of that tenderer, owes 
municipal rates and taxes or municipal service charges to any municipality or a municipal entity 
and are outstanding for more than 30 days, if the value of the award will exceed R 10 million. 


6.2.3. Declarations of interest 

6.2.3.1.Tenderers and respondents making submissions in response to an invitation to submit a tender or 
a call for an expression of interest, respectively shall declare in the Compulsory Declaration 
whether or not any of the principals: 

a) are an employee of the Knysna Municipality or in the employ of the state; or 

b) have a family member or a business relation with a person who is in the employ of the 
state. 


6.2.4. Invitations to submit expressions of interest or tender offers 

6.2.4.1.AII invitations to submit tenders where the estimated value of the contract exceeds R200 000 
including VAT, except where a confined tender process is followed, and expressions of interest 
shall be advertised on the Knysna Municipality’s website and on the National Treasury eTender 
Publication Portal. 
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6.2.4.2. Advertisements relating to construction works, which are subject to the Construction Industry 
Development Regulations issued in terms of the Construction Industry Development Act of 2000, 
shall also be advertised, on the CIDB i-Tender website. 

6.2.4.3. Where deemed appropriate by the Chairperson of the Bid Specification Committee or the 
Manager: SCM, an invitation to tender and a call for an expression of interest shall be advertised 
in suitable local and national newspapers and the Government Tender Bulletin as directed by 
such person. 

6.2.4.4.Such advertisements shall be advertised for a period of at least 14 days before closure, except in 
urgent cases when the advertisement period may be shortened as determined by the Municipal 
Manager. 

6.2.4.5.The Manager SCM shall place all Advertisements. 

6.2.4.6.lnvitations to submit expressions of interest or tender offers shall be issued not less than 10 
working days before the closing date for tenders and at least 5 working days before any 
compulsory clarification meeting. Procurement documents shall be made available not less than 7 
days before the closing time for submissions. 


6.2.5. Publication of submissions received and the award of contracts 

6.2.5.1. The Manager: SCM shall publish within 10 working days of the closure of any advertised call for 
an expression of interest or an invitation to tender, where the estimated value of the contract 
exceeds R200 000 (including VAT) on the municipality’s website. 

6.2.5.2. The following information must be published: 

6.2.5.2.1. the names of all tenderers that made submissions to that advertisement, and 

6.2.5.2.2. if practical or applicable, the total of the prices and the preferences claimed. 

6.2.5.3.Such information shall remain on the website for at least 30 days. 

6.2.5.4. The Manager SCM shall publish within 7 working days of the award of a contract the following on 
the Knysna Municipality’s website: 

a) the contract number; 

b) contract title; 

c) brief description of the goods, services or works; 

d) the total of the prices, if practical; 

e) the names of successful tenderers and their B-BBEE status level of contribution; 

f) duration of the contract; and 

g) brand names, if applicable. 

6.2.5.5. The Manager SCM shall submit within 7 working days of the award of a contract the information 
required by National Treasury on the National Treasury e-Tender Publication Portal regarding the 
successful and unsuccessful tenders. 

6.2.5.6. The Manager SCM shall, within 7 working days of the award, submit details pertaining to the 
award of contracts relating to construction works, which are subject to the Construction Industry 
Development Regulations, issued in terms of the Construction Industry Development Act of 2000, 
in addition to the requirements of 6.2.5.3, place a notification on the CIDB website. 


6.2.6. Disposal committee 

6.2.6.1. The Municipal Manager shall appoint in writing the members of the disposal committee to decide 
on how best to undertake disposals. 

6.2.6.2. The disposal panel shall comprise not less than three people. 
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6.2.6.3. The chairperson shall be an employee of the Knysna Municipality. 

6.2.6.4. The disposal committee shall make recommendations to the Municipal Manager who shall 
approve the recommendations, refer the disposal strategy back to the disposal committee for their 
reconsideration, decide not to proceed or to start afresh with the process. 

6.2.6.4.1. A disposal committee shall decide how best to undertake disposals relating to the demolition or 
dismantling of infrastructure or parts thereof, and the disposal of unwanted, redundant or 
surplus materials, plant and equipment. 

6.2.6.4.2. Disposals shall be proceeded with only afterthe feasibility and desirability of using one or more 
of the following alternative disposal strategies have been considered: 

a) transfer to another organ of state, business unit or a charitable organisation at market- 
related value or free of charge; 

b) recycling or re-use of component materials; or 

c) disposal by means of dumping at an authorised dump site, burning or demolition. 

6.2.6.4.3. The reasons for adopting a disposal strategy shall be recorded prior to proceeding with such 
disposal. 


6.2.7. Reporting of infrastructure delivery management information 

6.2.7.1.The Manager: SCM shall submit any reports required in terms of the standard to the National 
Treasury or the Provincial Treasury. 


7. Infrastructure procurement 
7.1. Procurement documents 


7.1.1. The forms of contract that may be used are as follows: 


Form of Contract 

Code 

Intended Usage 

CIDB Standard Professional Service Contract 

SPSC 

Professional Services 

SAICE General Conditions of Contract for 
Construction Works 

GCC 

Engineering and construction, including any level of 
design responsibility 

JBCC Principal Building Agreement 

PBA 

Buildings and related site works designed by the 
employer 

JBCC Minor Works Agreement 

MWA 

Buildings and related site works of simple content 
designed by the employer. 


7.1.2. The Knysna Municipality’s pre-approved templates for Part C1 (Agreements and contract data) of 
procurement, documents shall be utilised to obviate the need for legal review prior to the awarding 
of a contract. 

7.1.3. All modifications to the standard templates shall be approved by the Project Manager prior to 
being issued for tender purposes. 

7.1.4. Disputes arising from the performance of a contract shall be finally settled in a South African court 
of law. 

7.1.5. [state additional requirements, if any e.g. use of standard access specifications, health and safety 
specifications etc.] 

7.1.6. The Municipal Declaration and returnable documents contained in the standard shall be included 
in all tenders for: 

a) consultancy services; and 

b) goods and services or any combination thereof where the total of the prices is 
expected to exceed R10 m including VAT. 
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7.2. Developmental Procurement 

7.2.1. The primary beneficiaries will be included in the Preferential Procurement Policy and will include 
at least the following: 

7.2.1.1. Local emerging contractors / service providers and suppliers from previously disadvantaged 
individuals/communities who will be assisted with targeted contract opportunities to propel them to 
new heights. 

7.2.1.2. Contractors must be registered with the CIDB to qualify for participation. 

7.2.2. The Knysna Municipality undertakes to support the development of emerging contractors in the 
construction industry through the use of the Potentially Emerging (PE) policy instrument 
developed by the CIDB. 

7.2.3. The Knysna Municipality undertakes to establish and resource a Contractor Development 
Programme in line with the CIDB Guidelines for Establishing Contractor Development 
Programmes. 

7.2.4. The Knysna Local Municipality undertakes to allocate projects to the Contractor Development 
Programme, within which the PE status can be applied. 


7.3. Payment of contractors 

7.3.1. The Knysna Municipality shall settle all undisputed accounts within 30 days of invoice or 
statement as provided for in the contract. 


7.4. Approval to utilise specific procurement procedures 

7.4.1. Prior approval shall be obtained for the following procurement procedures from the following 
persons, unless such a procedure is already provided for in the approved procurement strategy: 

(a) The Municipal Manager shall authorise the use of the negotiated procedure above the 
thresholds provided in the standard. 

(b) The Municipal Manager shall authorise the approaching of a confined market except where a 
rapid response is required in the presence of, or the imminent risk of, an extreme or 
emergency situation arising from the conditions set out in the standard and which can be dealt 
with or the risks relating thereto arrested within 48 hours; and 

(c) the Bid Specification Committee or Manager: SCM shall authorise the proposal procedure 
using the two-envelope system, the proposal procedure using the two-stage system or the 
competitive negotiations procedure. 

7.4.2. The person authorised to pursue a negotiated procedure in an emergency is designated Head of 
Department. 


7.5. Receipt and safeguarding of submissions 

7.5.1. A dedicated and clearly marked tender box shall be made available to receive all submissions 
made. 

7.5.2. The tender box shall be fitted with two locks and the keys kept separately by two SCM 
Practitioners. 

7.5.3. Such personnel shall be present when the box is opened on the stipulated closing date for 
submissions. 
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7.6. Opening of submissions 

7.6.1. Submissions shall be opened by an opening panel comprising two people nominated by the 
Manager: SCM who have declared their interest or confirmed that they have no interest in the 
submissions that are to be opened. 

7.6.2. The opening panel shall open the tender box at the stipulated closing time and: 

a) sort through the submissions and return those submissions to the box that are not yet due to 
be opened including those whose closing date has been extended; 

b) return submissions unopened and suitably annotated where: 

1) submissions are received late, unless otherwise permitted in terms of the submission 
data; 

2) submissions were submitted by a method other than the stated method, 

3) submissions were withdrawn in accordance with the procedures contained in SANS 
10845-3; and 

4) only one tender submission is received and it is decided not to open it and to call for 
fresh tender submissions. 

c) record in the register submissions that were returned unopened; 

d) open submissions if received in sealed envelopes and annotated with the required particulars 
and read out the name of and record in the register the name of the tenderer or respondent 
and, if relevant, the total of prices including VAT where this is possible; 

e) record in the register the name of any submissions that is returned with the reasons for doing 
so; 

f) record the names of the tenderer’s representatives that attend the public opening; 

g) sign the entries into the register; and 

h) stamp each returnable document in each tender submission. 

7.6.3. Each member of the opening panel shall initial the front cover of the submission and all pages that 
are stamped in accordance with the requirements of 7.6.2h). 

7.6.4. Respondents and tenderers whose submissions are to be returned shall be afforded the 
opportunity to collect their submissions. 

7.6.5. Submissions shall be safeguarded from the time of receipt until the conclusion of the procurement 
process. 


7.7. Use of another organ of state’s framework agreement 

7.7.1. The Knysna Municipality may make use of another organ of state’s framework contract which has 
been put in place by means of a competitive tender process and there are demonstrable benefits 
for doing so. 

7.7.2. The Municipal Manager shall make the necessary application to that organ of state to do so. 


7.8. Insurances 

7.8.1. Contractors shall be required to take out all insurances required in terms of the contract. 

7.8.2. The insurance cover in engineering and construction contracts for loss of or damage to property 
(except the works, Plant and Materials and Equipment) and liability for bodily injury to or death of 
a person (not an employee of the Contractor) caused by activity in connection with a contract shall 
in general not be less than the value stated in Table 4, unless otherwise directed by the Municipal 
Manager. 

7.8.3. Lateral earth support insurance in addition to such insurance shall be take out on a case by case 
basis. 
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Table 4: Minimum insurance cover 


Type of insurance 

Value 

Engineering and construction contracts - loss 
of or damage to property (except the works, 
Plant, Materials and Equipment) and liability 
for bodily injury to or death of a person (not an 
employee of the Contractor) caused by activity 
in connection with a contract 

Not less than R10 million 

Professional services and service contracts - 
death of or bodily injury to employees of the 
Contractor arising out of and in the course of 
their employment in connection with a contract 
or damage to property 

Not less than R5 million 

Professional indemnity insurance 

Geotechnical and structural engineering: R5 million 
Civil, electrical and mechanical engineering: R3 
million 

Architectural: R3 million 
other R3 million 


7.8.4. The insurance cover in professional services and service contracts for damage to property or 
death of or bodily injury to employees of the Contractor arising out of and in the course of their 
employment in connection with a contract shall not be less than the value stated in Table 4 for any 
one event unless otherwise directed by [designated person]. 

7.8.5. SASRIA Special Risk Insurance in respect of riot and associated risk of damage to the works, 
Plant and Materials shall be taken out on all engineering and construction works. 

7.8.6. Professional service appointments shall as a general rule be subject to proof of current 
professional indemnity insurance being submitted by the contractor in an amount not less than the 
value stated in Table 4 in respect of each claim, without limit to the number of claims, unless 
otherwise directed by the in relation to the nature of the service that they provide. 

7.8.7. the Knysna Municipality shall take out professional indemnity insurance cover where it is deemed 
necessary to have such insurance at a level higher than the levels of insurance commonly carried 
by contractors. 

7.8.8. Where payment is to be made in multiple currencies, either the contractor or the Knysna 
Municipality should be required to take out forward cover. Alternatively, the prices for the imported 
content should be fixed as soon as possible after the starting date for the contract. 


7.9. Written reasons for actions taken 

7.9.1. Written reasons for actions taken shall be provided by a Project Manager 

7.9.2. The written reasons for actions taken shall be as brief as possible and shall as far as is possible, 
and where relevant, as to why a tenderer was not considered for the award of a contract or not 
awarded a contract shall be framed around the clauses in: 

a) SANS 10845-3, Construction procurement - Part 3: Standard conditions of tender, and, 
giving rise to the reason why a respondent was not short listed, prequalified or admitted to 
a data base; or 

b) SANS 10845-4, Construction procurement - Part 4: Standard conditions for the calling for 
expressions of interest; 

7.9.3. Requests for written reasons for actions taken need to be brief and to the point and may not 
divulge information which is not in the public interest or any information which is considered to 
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prejudice the legitimate commercial interests of others or might prejudice fair competition between 
tenderers. 


7.10. Request for access to information 

7.10.1. Should an application be received in terms of Promotion of Access to Information Act of 2000 (Act 
2 of 2000), the “requestor” should be referred to the Knysna Municipality’s Information Manual 
which establishes the procedures to be followed and the criteria that have to be met for the 
“requester” to request access to records in the possession or under the control of the Knysna 
Municipality’s. 

7.10.2. Access to technical and commercial information such as a comprehensive programme which links 
resources and prices to such programme should be refused as such information provides the 
order and timing of operations, provisions for time risk allowances and statements as to how the 
contractor plans to do the work which identifies principal equipment and other resources which he 
plans to use. 

7.10.3. Access to a bill of quantities and rates should be provided in terms of the Act. 

8. SHORT TITLE 

8.1 . This policy is called the INFRASTRUCTURE PROCUREMENT AND DELIVERY MANAGEMENT 
POLICY of the Knysna Local Municipality. 
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In these Regulations, unless the context indicates otherwise, any word or expression to which a 
meaning have been assigned in the Act must bear the meaning so assigned- 


1.1 

"Act" 

means the Preferential Procurement Policy Framework Act, 
2000 (Act No. 5 of 2000) 

1.2. 

“B-BBEE” 

means broad-based black economic empowerment as 
defined in section 1 of the Broad-Based Black Economic 
Empowerment Act 

1.3. 

“B-BBEE status level of 
contributor” 

means the B-BBEE status of an entity in terms of a code of 
good practice on black economic empowerment issued in 
terms of section 9(1) of the Broad-Based Black Economic 
Empowerment Act 

1.4. 

“black designated groups 

has the meaning assigned to it in the codes of good practice 
issued in terms of section 9(1) of the Broad-Based Black 
Economic Empowerment Act 

1.5. 

“black people” 

has the meaning assigned to it in section 1 of the Broad- 
Based Black Economic Empowerment Act 

1.6. 

“Broad-Based Black 

Economic Empowerment 

Act” 

means the Broad-Based Black Economic Empowerment Act, 
2003 (Act No. 53 of 2003) 

1.7. 

“co-operative” 

means a co-operative registered in terms of Section 7 of the 
Cooperatives Act, 2005 (Act No. 14 of 2005) 
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1.8. “designated group” 


1.9. “designated sector 


1.10. “EME” 


1.11. “functionality” 


1.12. “military veteran” 


1.13. “National Treasury” 


1.14. “people with disabilities” 


1.15. “price” 

1.16. “proof of B-BBEE status 
level of contributor 


1.17. “QSE’ 


1.18. “Randvalue” 


1.8.1. black designated groups 

1 . 8 . 2 . black people 

1.8.3. women 

1.8.4. people with disabilities; or 

1.8.5. small enterprises, as defined in section 1 of the 
National Small Enterprise Act, 1996 (Act No. 102 
of 1996) 

1 . 8 . 6 . emerging enterprises which are enterprises, owned, 
managed and controlled by previously disadvantaged 
persons and which is overcoming business 
impediments arising from the legacy of apartheid 

means a sector, sub-sector or industry or product designated 
in terms of regulation 8(1 )(a) 

means an exempted micro enterprise in terms of a code of 
good practice on black economic empowerment issued in 
terms of section 9(1) of the Broad-Based Black Economic 
Empowerment Act 

means the ability of a tenderer to provide goods or services 
in accordance with specifications as set out in the tender 
documents 

has the meaning assigned to it in section 1 of the Military 
Veterans Act, 2011 (Act No. 18 of 2011) 

has the meaning assigned to it in section 1 of the Public 
Finance Management Act, 1999 (Act No. 1 of 1999) 

has the meaning assigned to it in section 1 of the 
Employment Equity Act, 1998 (Act No. 55 of 1998) 

includes all applicable taxes less all unconditional discounts 

1.16.1. the B-BBEE status level certificate issued by an 
authorised body or person 

1.16.2. a sworn affidavit as prescribed by the B-BBEE Codes 
of Good Practice; or 

1.16.3. any other requirement prescribed in terms of the 
Broad-Based Black Economic Empowerment Act 

means a qualifying small business enterprise in terms of a 
code of good practice on black economic empowerment 
issued in terms of section 9(1) of the Broad-Based Black 
Economic Empowerment Act 

means the total estimated value of a contract in Rand, 
calculated at the time of the tender invitation 
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1.19. “rural area” 

means- 

1.19.1. a sparsely populated area in which people farm or 
depend on natural resources, including villages and 
small towns that are dispersed through the area; or 

1.19.2. an area including a large settlement which depends 
on migratory labour and remittances and government 
social grants for survival, and may have a traditional 
land tenure system 

1.20. “stipulated minimum 
threshold 

means the minimum threshold stipulated in terms of 
regulation 8(1 )(b) 

1.21. “the Act” 

means the Preferential Procurement Policy Framework Act, 
2000 (Act No. 5 of 2000) 

1.22. “township” 

means an urban living area that any time from the late 19th 
century until 27 April 1994, was reserved for black people, 
including areas developed for historically disadvantaged 
individuals post 27 April 1994 

1.23. “treasury” 

has the meaning assigned to it in section 1 of the Public 
Finance Management Act, 1999 (Act No. 1 of 1999) 

1.24. “youth” 

has the meaning assigned to it in section 1 of the National 
Youth Development Agency Act, 2008 (Act No. 54 of 2008) 


2. Application, Objectives & General Requirements 

2.1. This Policy complies with the framework of the PREFERENTIAL PROCUREMENT POLICY 
FRAMEWORK ACT, 2000. 

2.2. This Policy was developed in terms of the PREFERENTIAL PROCUREMENT REGULATIONS, 
2017. 

2.3. This Policy applies to the Knysna Municipality and the objectives are to: 

2.3.1. Provide clarity on the municipality’s approach to procurement, particularly with regards 
to requirements of preferential procurement; 

2.3.2. Provide access to contracts for historical disadvantaged individuals; 

2.3.3. Promote participation by SMMEs; 

2.3.4. Promote capacity development and skills transfer; 

2.3.5. Promote Local Economic Development and endeavour to ensure the attainment of the 
award of at least 40% of all procurement within the boundaries of the Knysna 
Municipality. 

2.4. General requirements 

2.4.1. Any specific goal required for consideration in the bidding process must be clearly determined 
by the Bid Specification Committee and be defined in the bid documentation, taking into 
account prescriptions of the Construction Industry Development Board [CIDB] in respect of 
construction related contracts. 

2.4.2. Outputs required will be quantified and will form part of the contractual arrangement upon 
awarding of the contract. 
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3. Identification of preference point system, designated sector, pre-qualification criteria, 
objective criteria and sub-contracting 

3.1. The Municipality must- 

3.1.1. determine and stipulate in the tender documents- 

(i) the preference point system applicable to the tender as envisaged in Section 6 or 

7; or 

(ii) if it is unclear which preference point system will be applicable, that either the 

80/20 or 90/10 preference point system will apply and that the lowest acceptable 
tender will be used to determine the applicable preference point system; 

3.1.2. determine whether pre-qualification criteria are applicable to the tender as envisaged in 
Section 4; 

3.1.3. determine whether the goods or services for which a tender is to be invited, are in a 
designated sector for local production and content as envisaged in Section 8; 

3.1.4. determine whether compulsory sub-contracting is applicable to the tender as envisaged 
in Section 9; and 

3.1.5. determine whether objective criteria are applicable to the tender as envisaged in 
Section 11. 


4. Pre-qualification criteria for preferential procurement 

4.1. If the Municipality decides to apply pre-qualifying criteria to advance certain designated groups, 
the Municipality must advertise the tender with a specific tendering condition that only one or 
more of the following tenderers may respond- 

4.1.1. a tenderer having a stipulated minimum B-BBEE status level of contributor; 

4.1.2. anEMEorQSE; 

4.1.3. a tenderer sub-contracting a minimum of 30% to- 

(i) an EME or QSE which is at least 51% owned by black people; 

(ii) an EME or QSE which is at least 51% owned by black people who are youth; 

(iii) an EME or QSE which is at least 51% owned by black people who are women; 

(iv) an EME or QSE which is at least 51% owned by black people with disabilities; 

(v) an EME or QSE which is 51% owned by black people living in rural or 

underdeveloped areas or townships; 

(vi) a cooperative which is at least 51 % owned by black people; 

(vii) an EME or QSE which is at least 51% owned by black people who are military 

veterans; 

(viii) an EME or QSE. 

(ix) a local emerging enterprise 

4.1.4. Local emerging contractors, registered with the CIDB, from previously disadvantaged 
individuals/communities who will be assisted with targeted contract opportunities. 

4.2. A tender that fails to meet any pre-qualifying criteria stipulated in the tender documents is an 
unacceptable tender. 
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5. Tenders to be evaluated on functionality 

5.1. The Municipality must state in the tender documents if the tender will be evaluated on 
functionality. 

5.2. The evaluation criteria for measuring functionality must be objective. 

5.3. The tender documents must specify- 

5.3.1. the evaluation criteria for measuring functionality; 

5.3.2. the points for each criteria and, if any, each sub-criterion; and 

5.3.3. the minimum qualifying score for functionality. 

5.4. The minimum qualifying score for functionality for a tender to be considered further- 

5.4.1. must be determined separately for each tender; and 

5.4.2. may not be so- 

(i) low that it may jeopardise the quality of the required goods or services; or 

(ii) high that it is unreasonably restrictive. 

5.5. Points scored for functionality must be rounded off to the nearest two decimal places. 

5.6. A tender that fails to obtain the minimum qualifying score for functionality as indicated in the 
tender documents is not an acceptable tender. 

5.7. Each tender that obtained the minimum qualifying score for functionality must be evaluated 
further in terms of price and the preference point system and any objective criteria envisaged in 
Section 11. 


6. 80/20 preference point system for acquisition of goods or services for Rand value equal to 

or above R30 000 and up to R50 million 

6.1. The following formula must be used to calculate the points out of 80 for price in respect of a 
tender with a Rand value equal to or above R30 000 and up to a Rand value of R50 million, 
inclusive of all applicable taxes: 


Ps = 80 


(i- 


(Pt-Pmm) \ 
Pmin / 


Where- 

Ps = Points scored for price of tender under consideration; 

Pt = Price of tender under consideration; and 
Pmin = Price of lowest acceptable tender. 

6.2. The following table must be used to calculate the score out of 20 for BBBEE: 

B-BBEE Status Level of Contributor Number of Points 


B-BBEE Status Level of 
Contributor 

Number of Points 

1 

20 

2 

18 

3 

14 
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4 

12 

5 

8 

6 

6 

7 

4 

8 

2 

Non-compliant contributor 

0 


6.3. A tenderer must submit proof of its B-BBEE status level of contributor. 

6.4. A tenderer failing to submit proof of B-BBEE status level of contributor or is a non-compliant 
contributor to B-BBEE may not be disqualified, but- 

6.4.1. may only score points out of 80 for price; and 

6.4.2. scores 0 points out of 20 for B-BBEE. 

6.5. A tenderer may not be awarded points for B-BBEE status level of contributor if the tender 
documents indicate that the tenderer intends sub-contracting more than 25% of the value of the 
contract to any other person not qualifying for at least the points that the tenderer qualifies for, 
unless the intended sub-contractor is an EME that has the capability to execute the sub-contract. 

6.6. The points scored by a tenderer for B-BBEE in terms of Sub-Section 6.2 must be added to the 
points scored for price under Sub-Regulation (1). 

6.7. The points scored must be rounded off to the nearest two decimal places. 

6.8. Subject to Sub-Section 6.9 and Section 11, the contract must be awarded to the tenderer scoring 
the highest points. 

6.9. If the price offered by a tenderer scoring the highest points is not market-related, the organ of 
state may not award the contract to that tenderer. 

6.10. The Municipality may- 

6.10.1. negotiate a market-related price with the tenderer scoring the highest points or cancel 
the tender; 

6.10.2. if the tenderer does not agree to a market-related price, negotiate a market-related price 
with the tenderer scoring the second highest points or cancel the tender; 

6.10.3. if the tenderer scoring the second highest points does not agree to a market-related 
price, negotiate a market-related price with the tenderer scoring the third highest points 
or cancel the tender. 

6.11. If a market-related price is not agreed as envisaged in Sub-Section 6.10.3, the Municipality must 
cancel the tender. 


7. 90/10 preference point system for acquisition of goods or services with Rand value above 

R50 million 

7.1. The following formula must be used to calculate the points out of 90 for price in respect of a 
tender with a Rand value above R50 million, inclusive of all applicable taxes: 


Ps = 90 { 

i 1 


(Pt—Pmin) 

Pmin 


) 


Where- 

Ps = Points scored for price of tender under consideration; 
Pt = Price of tender under consideration; and 
Pmin = Price of lowest acceptable tender. 
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7.2. The following table must be used to calculate the points out of 10 for B-BBEE: 

B-BBEE Status Level of Contributor Number of Points 


B-BBEE Status Level of 
Contributor 

Number of Points 

1 

10 

2 

9 

3 

6 

4 

5 

5 

4 

6 

3 

7 

2 

8 

1 

Non-compliant contributor 

0 


7.3. A tenderer must submit proof of its B-BBEE status level of contributor. 

7.4. A tenderer failing to submit proof of B-BBEE status level of contribution or is a non-compliant 
contributor to B-BBEE may not be disqualified, but- 

7.4.1. may only score points out of 90 for price; and 

7.4.2. scores 0 points out of 10 for B-BBEE. 

7.5. A tenderer may not be awarded points for B-BBEE status level of contributor if the tender 
documents indicate that the tenderer intends sub-contracting more than 25% of the value of the 
contract to any other person not qualifying for at least the points that the tenderer qualifies for, 
unless the intended sub-contractor is an EME that has the capability to execute the sub-contract. 

7.6. The points scored by a tenderer for B-BBEE contribution in terms of Sub-Section (2) must be 
added to the points scored for price under Sub-Section (1). 

7.7. The points scored must be rounded off to the nearest two decimal places. 

7.8. Subject to Sub-Section (9) and Regulation 11, the contract must be awarded to the tenderer 
scoring the highest points. 

7.9. If the price offered by a tenderer scoring the highest points is not market-related, the Municipality 
may not award the contract to that tenderer. 

7.10. The Municipality may- 

7.10.1. negotiate a market-related price with the tenderer scoring the highest points or cancel 
the tender; 

7.10.2. if the tenderer does not agree to a market-related price, negotiate a market-related price 
with the tenderer scoring the second highest points or cancel the tender; 

7.10.3. if the tenderer scoring the second highest points does not agree to a market-related 
price, negotiate a market-related price with the tenderer scoring the third highest points 
or cancel the tender. 

7.11. If a market-related price is not agreed as envisaged in Sub-Section 7.10.3., the Municipality must 
cancel the tender. 


8. Local production and content 

8.1. The Department of Trade and Industry may, in consultation with the National Treasury- 
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8.1.1. designate a sector, sub-sector or industry or product in accordance with national 
development and industrial policies for local production and content, where only locally 
produced services or goods or locally manufactured goods meet the stipulated 
minimum threshold for local production and content, taking into account economic and 
other relevant factors; and 

8.1.2. stipulate a minimum threshold for local production and content. 

8.2. The Municipality must, in the case of a designated sector, advertise the invitation to tender with a 
specific condition that only locally produced goods or locally manufactured goods, meeting the 
stipulated minimum threshold for local production and content, will be considered. 

8.3. The National Treasury must inform the Municipality of any designation made in terms of Sub- 
Section 8(1) through a Circular. 

8.4. If there is no designated sector, The Municipality may include, as a specific condition of the 
tender, that only locally produced services or goods or locally manufactured goods with a 
stipulated minimum threshold for local production and content, will be considered. 

8.5. The threshold referred to in Section 8.4 must be in accordance with the standards determined by 
the Department of Trade and Industry in consultation with the National Treasury. 

8.6. A tender that fails to meet the minimum stipulated threshold for local production and content is an 
unacceptable tender. 


9. Sub-contracting as condition of tender 

9.1. If feasible to sub-contract for a contract above R30 million, The Municipality must apply sub- 
contracting to advance designated groups. 

9.2. If The Municipality applies sub-contracting as contemplated in Sub-Section (1), the Municipality 
must advertise the tender with a specific tendering condition that the successful tenderer must 
sub-contract a minimum of 30% of the value of the contract to- 

9.2.1. anEMEorQSE; 

9.2.2. an EME or QSE which is at least 51% owned by black people; 

9.2.3. an EME or QSE which is at least 51% owned by black people who are youth; 

9.2.4. an EME or QSE which is at least 51% owned by black people who are women; 

9.2.5. an EME or QSE which is at least 51% owned by black people with disabilities; 

9.2.6. an EME or QSE which is 51% owned by black people living in rural or underdeveloped 
areas or townships; 

9.2.7. a cooperative which is at least 51 % owned by black people; 

9.2.8. an EME or QSE which is at least 51% owned by black people who are military veterans; 
or 

9.2.9. more than one of the categories referred to in Sub-Sections 1 to 8. 

9.3. The Municipality must make available the list of all suppliers registered on a database approved 
by the National Treasury to provide the required goods or services in respect of the applicable 
designated groups mentioned in Sub-Section (2) from which the tenderer must select a supplier. 


10. Criteria for breaking deadlock in scoring 
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10 . 1 . If two or more tenderers score an equal total number of points, the contract must be awarded to 
the tenderer that scored the highest points for B-BBEE. 

10.2. If functionality is part of the evaluation process and two or more tenderers score equal total points 
and equal preference points for B-BBEE, the contract must be awarded to the tenderer that 
scored the highest points for functionality. 

10.3. If two or more tenderers score equal total points in all respects, the award must be decided by the 
drawing of lots. 


11. Award of contracts to tenderers not scoring highest points 

11.1. A contract may be awarded to a tenderer that did not score the highest points only in accordance 
with section 2(1 )(f) of the Act. 

11.2. If The Municipality intends to apply objective criteria in terms of section 2(1 )(f) of the Act, the 
Municipality must stipulate the objective criteria in the tender documents. 


12. Conditions 

12.1. Only a tenderer who has completed and signed the declaration part of the tender documentation 
may be considered. 

12.2. The Municipality must, when calculating comparative prices, take into account any discounts 
which have been offered unconditionally. 

12.3. A discount which has been offered conditionally must, despite not being taken into account for 
evaluation purposes, be implemented when payment is processed. 

12.4. Points scored must be rounded off to the nearest 2 decimals places. 

12.5. A trust, consortium or joint venture will qualify for points for their B-BBEE status level as a legal 
entity, provided that the entity submits their B-BBEE status level certificate. 

12.6. A trust, consortium or joint venture will qualify for points for their B-BBEE status level as an 
unincorporated entity, provided that the entity submits their consolidated B-BBEE scorecard as if 
they were a group structure and that such a consolidated B-BBEE scorecard is prepared for 
every separate tender. 

12.7. When the Municipality is in need of a service provided by only tertiary institutions, such services 
must be procured through a tendering process from the identified tertiary institutions. 

12.8. Tertiary institutions referred to in sub-Section (11) will be required to submit their B-BBEE status 
in terms of the specialized scorecard contained in the B-BBEE Codes of Good practice. 


13. Declarations 

13.1. A tender must, in the manner stipulated in the document, declare that- 

13.1.1. the information provided is true and correct; 

13.1.2. the signatory to the tender document is duly authorised; and 

13.1.3. documentary proof regarding any tendering issue will, when required, be submitted to 
the satisfaction of the Municipality. 


14. Sub-contracting after award of tender 
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14.1. A person awarded a contract may only enter into a sub-contracting arrangement with the 
approval of the Municipality. 

14.2. A person awarded a contract in relation to a designated sector, may not sub-contract in such a 
manner that the local production and content of the overall value of the contract is reduced to 
below the stipulated minimum threshold. 

14.3. A person awarded a contract may not sub-contract more than 25% of the value of the contract to 
any other enterprise that does not have an equal or higher B-BBEE status level of contributor 
than the person concerned, unless the contract is sub-contracted to an EME that has the 
capability and ability to execute the sub-contract. 


15. Cancellation of tender 

15.1. The Municipality may, before the award of a tender, cancel a tender invitation if- 

15.1.1. due to changed circumstances, there is no longer a need for the goods or services 
specified in the invitation; 

15.1.2. funds are no longer available to coverthe total envisaged expenditure; 

15.1.3. no acceptable tender is received; or 

15.1.4. there is a material irregularity in the tender process. 

15.2. The decision to cancel atender invitation in terms of Sub-Section (1) must be published in the 
same manner in which the original tender invitation was advertised. 

15.3. The Municipality may only with the prior approval of the Provincial Treasury cancel a tender 
invitation for the second time. 


16. Remedies 

16.1. Upon detecting that a tenderer submitted false information regarding its BBBEE status level of 
contributor, local production and content, or any other matter required in terms of these 
Regulations which will affect or has affected the evaluation of a tender, or where a tenderer has 
failed to declare any sub-contracting arrangements, the Municipality must- 

16.1.1. inform the tenderer accordingly; 

16.1.2. give the tenderer an opportunity to make representations within 14 days as to why- 

(iii) the tender submitted should not be disqualified or, if the tender has already been 

awarded to the tenderer, the contract should not be terminated in whole or in 
part; 

(iv) if the successful tenderer sub-contracted a portion of the tender to another person 

without disclosing it, the tenderer should not be penalised up to 10 percent of the 
value of the contract; and 

(v) the tenderer should not be restricted by the National Treasury from conducting any 

business for a period not exceeding 10 years with any organ of state; and 

16.1.3. if it concludes, after considering the representations referred to in Sub-Section (1)(b), 
that- 

(i) such false information was submitted by the tenderer- 

(aa) disqualify the tenderer or terminate the contract in whole or in part; and 
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(bb) if applicable, claim damages from the tenderer; or 

(ii) the successful tenderer sub-contracted a portion of the tender to another person 
without disclosing, penalise the tenderer up to 10 percent of the value of the 
contract. 

16.2. The Municipality must- 

16.2.1. inform the National Treasury, in writing, of any actions taken in terms of Sub-Section 

(i); 

16.2.2. provide written submissions as to whether the tenderer should be restricted from 
conducting business with any organ of state; and 

16.2.3. submit written representations from the tenderer as to why that tenderer should not be 
restricted from conducting business with any organ of state. 

16.3. The National Treasury may request The Municipality to submit further information pertaining to 
Sub-Section 1 within a specified period. 

16.4. The National Treasury must- 

16.4.1. after considering the representations of the tenderer and any other relevant information, 
decide whether to restrict the tenderer from doing business with any Municipality for a 
period not exceeding 10 years; and 

16.4.2. maintain and publish on its official website a list of restricted suppliers. 

17. Mechanisms to support preferential procurement 

17.1. The municipality will set targets for the supply of goods and services, and link specific 
requirements relating to enterprise with HDI ownership and/or SMME status. 

17.2. The municipality will establish a database of HDI, SMME and other service providers in order to 
track their records of services to the municipality. 

17.3. Joint venture opportunities between HDI owned enterprises and SMMEs, and other business 
entities, will be identified and be described in the bid requirements. 

17.4. Sub-contracting opportunities for HDI owned enterprises will be supported. 

17.5. The municipality will create an enabling environment to enable SMMEs to become part of the 
supply chain management process. Steps to be taken include, but are not limited to: 

17.5.1. Reduce the extent of Surety Requirements 

17.5.2. Bidding and related information will, where possible and practical, be made available in 
a simplified and uncomplicated format to assist new and emerging enterprises and any 
business or organisation bidding for municipal business. 

17.5.3. Assistance will, where practically possible, be provided by the SCM Unit to increase 
SMME awareness and share in the supply chain and procurement process. Assistance 
will be provided for new and emerging SMMEs in any of the three languages of the 
Western Cape. 

ii) Bids shall be packaged into suitably sized segments of sub-contractors to target SMMEs 
wherever possible. 

iii) A review of all term (period) contracts shall be undertaken to assess the viability of 
packaging these into smaller sub-contracts. These bids should be issued in smaller 
manageable sub-contracts so that preference can be given to local SMMEs. 

iv) Appropriate standards, specifications, delivery dates and related contractual obligations 
shall be employed to help smaller businesses to cope and compete. 
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17.5.4. Simplification of Tender Documentation 

i) Bid submission documents will be rationalised and simplified to make it easier for small 
businesses to deal with the paperwork involved in tendering. 

ii) All bid submission forms shall be regularly reviewed and the various bid/contractual 
documents shall be standardised as far as possible. 

iii) Essential information shall be consolidated and bid forms reformatted in line with the 
aims of this policy. 

17.5.5. Retention on Major contracts should be limited to 5% of the tender sum. Where the 
value of the surety required has been reduced, or even waived, the usual 10% retention 
shall apply. The value of retention deducted will therefore be as follows: 

(i) Micro and Minor: 10% of the value of work carried out with no limit, reducing to 5% 
for the duration of the maintenance period. 

(ii) Major: 10% of the value of the work carried out, up to a limit of 5% of the tender sum, 
with no reduction for the duration of the maintenance period. 

(iii) The retention amount in respect of the procurement of goods and services will not 
generally be called for, but where required, will be in accordance with the limits 
described above. 

(iv) For turnkey/design and construction projects, the above retention limits may be 
reviewed by the relevant Head of Department. 

17.5.6. Bid Advertising 

i) In order to reach the largest number of HDI owned and SMME service providers 
possible, the Municipality will advertise invitations to bid through a range of media. 

ii) The Municipality will provide an appropriate time period within which bidders can request 
additional clarification and will be sensitive to the issues of language in this regard. 

17.5.7. The Supply Chain Management Unit must provide bidders with the opportunity of a 
debriefing session where the shortcomings if any of the bidder may be discussed. 

17.6. Design and implement appropriate Supplier and Contractor Development Programmes for the 
active promotion of the following development outcomes: 

17.6.1. Improve the grading status of suppliers, service providers and contractors in targeted 
categories and grades; 

17.6.2. Increase the number of black women, disabled, and youth-owned companies in 
targeted categories; 

17.6.3. Create sustainable contracting enterprises by enabling continuous work through a 
competitive process; 

17.6.4. Improve the performance of suppliers, service providers and contractors in terms of 
quality, employment practices, skills development, safety, health and the environment; 
and 

17.6.5. Improve the business management and technical skills of these suppliers, service 
providers and contractors. 


18. Circulars and guidelines 
18.1. The National Treasury may issue- 

18.1.1. a circular to inform Municipality of any matter pertaining to these Regulations; or 
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18.1.2. a guideline to assist Municipality with the implementation of any provision of these 
Regulations. 


19. Short title and commencement 

19.1. This Policy is called the Knysna Local Municipality Preferential Procurement Policy and takes 
effect upon Council approval. 
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1. PRE-AMBLE 

All transactions undertaken by the Knysna Municipality involves a contract whether explic- 
itly agreed in writing, or implicitly implied through actions. 

Properly managed contracts by all stakeholders involved, can ensure that services are 
delivered within specifications as set and agreed by all during the specifications phase and 
at the agreed cost, (Inclusive of escalation clauses in contracts) time period and qualities 
of the goods and services procured. 

All contracts must be managed throughout the contract Life Cycle, based on the level of 
management control appropriate for the classification of that contract. 

Improperly managed contracts may impact negatively on service delivery. Adverse effects 
of ineffective contract management include but are not limited to: 

1.1 goods and services outside of specification; 

1.2 cost overruns; 

1.3 poor suppliers-, buyer- or other stakeholder relations; 

1.4 negative public perception, and 

1.5 potentially complete service delivery failures. 

1.6 irregular expenditure or un-authorized expenditure 

Hence, good contract management by all stakeholders involved is essential for good fi- 
nancial management and will contribute greatly to the effectiveness and efficiency of ser- 
vice delivery. In effect it would give strategic direction to all directorates following a cen- 
tralised strategy of contract management. This policy must be read in coincidence with the 
SCM Policy of the Knysna Municipality. 
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DEFINITIONS: 

In this Policy, unless the context indicates otherwise- 

Accounting Officer . 


(in relation to a municipal- 

ity) _ 

Act or MFMA 


Circular 62 

Construction Industry De- 
velopment Board (CIDB): 

Contract 

Contract Alteration 

Contract Amendment 


Contract Champion 

Contract Management 
SCM Contract Practitioner 

Contract Owner 

Contract Director 

Delegation 

(in relation to a duty) 

Force Majure 


Official 

(In relation to a municipal- 
ity) 


Users 


User Department 


means the municipal official referred to in section 60 of the MFMA (2003); 
and include a person acting as the accounting officer. 

Means the Local Government: Municipal Finance Management Act, 2003 
(Act No. 56 of 2003); _ 

means communication from National Treasury by means of a Circular to en- 
hance compliance and accountability to SCM Regulations and the MFMA of 

2003. _ 

means the Construction Industry Development Board (CIDB), a national body 
established by an Act of Parliament (Act 38 of 2000) to oversee the sustain- 

ability and growth of construction enterprises across the country. _ 

means the agreement that results from the acceptance of a bid by the Mu- 

nicipality (mutual agreement) _ 

means changing technical writing or input errors to the agreement of the con- 
tract without changing the scope of contract. 

means changing the scope, nature, duration, purpose or objective of the 
agreement or contract (In context of Circular 62 and section 116 (3) of the 

MFMA). _ 

means the official/s within a specific department, responsible for all day to 
day administrative and management activities (including performance man- 
agement and dispute resolution) during the life cycle of the contract (with 
delegated powers to perform this function). 

means the holistic term of all role players involved in an agreement 
(SLA/SDA) or contract and include the; SCM Contract Practitioner, contract 

director, contract owner, contract champion and supplier. _ 

means the SCM official responsible for monitoring, regulating and reporting 
on all contract related activities as set out in Section 116 of the MFMA. 
means the deputy director, senior manager or manager, as the case may be, 
that is ultimately accountable for all activities during the life cycle of the con- 
tract. The Contract Owner can also be seen as the Budget holder. 
Appointment according to sect 56 of the Systems Act 

Includes an instruction or request to perform or to assist in performing the 
duty. 

Is the expression used to denote irresistible superiorforce which might cause 
damage or prevent the execution of an obligation, therefore suppliers is not 
liable for damages caused by force majure or for failure to carry out a contract 
if prevented (Term and conditions in this regard will be determined by every 

individual contract/s). _ 

means: 

• an employee of a municipality; 

• a person seconded to a municipality to work as a member of the staff of 
the municipality; or 

• a person contracted by a municipality to work as a member of the staff 
of the municipality otherwise than as an employee. 

Means all officials as set out in the organogram of the Knysna Municipality 
involved with contracts. 

Refers to the official/s within the relevant department of a directorate, as set 
out in the organogram of the Knysna Municipality responsible for contract 
management. 
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ABREVIATIONS: 

BEE 

Black economic empowerment 

B-BBEE 

Broad-Based Black Economic Empowerment 

GCC 

means General Conditions of contract. 

MSA 

means Local Government: Municipal Systems Act, 2000 (Act No. 32 of 
2000). 

NT 

means National Treasury established by section 5 of the Public Finance 
Management Act. 

SCC 

means Special Conditions of Contract. 

SCM 

means Supply Chain Management 

SDA 

means Service Delivery Agreement. 

SLA 

means Service Level Agreement. 


4. OBJECTIVES: 

4.1 To give effect to Section 217 of the Constitution of South Africa (1996) that stipu- 
late: 

4.1.1 When an organ of state in the national, provincial or local sphere of gov- 
ernment, or any other institution identified in national legislation, contracts 
for goods or services, it must do so in accordance with a system which 
is: 

4.1.1.1 equitable 

4.1.1.2 transparent 

4.1.1.3 competitive 

4.1.1.4 cost-effective and 

4.1.1.5 fair 

4.2 The effective and efficient control of contracts procured through the SCM system 
ensuring: 

4.2.1 proper recording and enforcement of contracts throughout the contract 
life cycle (specifications to contract reviews); 

4.2.2 support to the demand management framework as set out in Circular 62 
of National treasury (August 2012), optimizing proper planning, resulting 
in effective service delivery; 

4.2.3 management of Contract Performance; 

4.2.4 compliance with the regulatory framework; 

4.2.5 to assist officials in understanding their legal and managerial responsibil- 
ities with regards to contract management; 

4.2.6 the optimization of efficient and sustainable financial wellbeing of the mu- 
nicipality, resulting in lower cost drivers, and 

4.2.7 the continuous development of effective Management Information sys- 
tems, resulting in strategic support and risk preventions. 

4.3 To ensure that no contract procurement of goods and services (excluding land 
sales or rentals of Knysna Municipal Assets, which are managed by Property Man- 
agement Services), takes place outside of the SCM System. 
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5. STATUTORY AND REGULATORY FRAMEWORK FOR MANAGING CONTRACTS 

5.1 Application and Framework of the Contract Management Policy 

5.1.1 All officials and other role players in the Supply Chain Management sys- 
tem of the Knysna Municipality must implement this Policy in a way that 
gives effect to: 

5.1.1.1 Section 217 of the Constitution; 

5.1.1.2 Section 116 of the MFMA; 

5.1.1.3 Section 33 of the MFMA; 

5.1.1.4 SCMPolicy; 

5.1.1.5 SCM Regulations 

5.1.1.6 any other legislation pertaining to SCM. 

5.1.2 This Policy applies when the Municipality: 

5.1.2.1 procures goods or services; 

5.1.2.2 disposes of goods no longer needed; and 

5.1.2.3 selects service providers and suppliers to provide assistance 
in the provision of municipal services including circumstances 
where Chapter 8 of the Municipal Systems Act applies. 

5.2 Adoption, Amendment and Implementation of the Contract Management Policy 

5.2.1 The accounting officer must: 

5.2.1.1 at least annually review the implementation of this Policy; and 

5.2.1.2 when the accounting officer considers it necessary, submit 
proposals for the amendment of this Policy to Council; 

5.2.1.3 in terms of section 62(1) (f) (IV) of the Act, take all reasonable 
steps to ensure that the Contract Management Policy is im- 
plemented. 

5.3 Conditions of Contract 

5.3.1 A contract or agreement procured through the Supply Chain Management 
System of the Municipality must: 

5.3.1.1 beinwriting; 

5.3.1.2 stipulate the terms and conditions of the contract or agree- 
ment, which must provide for: 

5.3.1.2.1 the termination of the contract or agreement in 
the case of non- or underperformance; 

5.3.1.2.2 dispute resolution mechanisms to settle disputes 
between the parties; 

5.3.1.2.3 a periodic review of the contract or agreement 
once every three years in the case of a contract 
or agreement for longer than three years; and 

5.3.1.2.4 any other matters that may be prescribed. 


5 









| CONTRACT MANAGEMENT POLICY 

KNYSNA Municipality I 


5.4 Administrative Capacity 

5.4.1 The relevant Director, with delegated powers from the Municipal Man- 
ager, must establish capacity in his/her directorate to assist the account- 
ing officer in carrying out the duties set out in section 116(2) of the MFMA. 

5.5 Management of Contracts 

5.5.1 The accounting officer and delegated officials must take all reasonable 
steps to: 

5.5.1.1 ensure that a contract or agreement procured through the sup- 
ply chain management policy of the municipality is properly 
enforced; 

5.5.1.2 monitor on a monthly basis the performance of the contractor 
under the contract or agreement. 

5.5.1.3 administrate the contract with the necessary competencies 
and delegations, ensuring effective management of contracts. 

5.5.2 The Contract Owner must ensure that contract champions submit suppli- 
ers’ performance reports to the SCM Contract Practitioner within 5 busi- 
ness days after the end of each month. 

5.5.3 The SCM Contract Practitioner submits a consolidated report to the rele- 
vant Director and Contract Owner within 10 business days after the end 
of each month for purposes of Section 116 (2)(b) of the Act. 

5.5.4 The SCM Contract Practitioner submits a consolidated report on the per- 
formance of contracts or agreements for purposes of Section 116 (2)(d), 
to the Accounting Officer within 15 business days of the end of each quar- 
ter. 

5.6 Amendment of Contracts 

5.6.1 A contract or agreement procured through the supply chain management 
policy of the municipality may be amended by the parties, in exceptional 
circumstances in order to mitigate abuse, in perception after the fact to 
prevent financial inefficiencies and influencing financial sustainability. 

5.6.2 In terms of Section 116(3) of the MFMA, (56 of 2003), amendments (in 
compliance with SCM procedures), may only be made after: 

5.6.2.1 the reasons for the proposed amendment have been tabled in 
the council; and 

5.6.2.2 the local community has been given reasonable notice of the 
intention to amend the contract or agreement; and 

5.6.2.3 has been invited to submit representations to the municipality. 

5.6.3 Amendments of contracts where the expansion or variation is not more 
than (NT Circular 62): 

5.6.3.1 20% (construction related goods, services and/or infrastruc- 
ture projects), and 

5.6.3.2 15% (all other goods and/or services) of the original value of 
the contract, must be submitted directly to the Contract Man- 
agement Office for approval and further reference to the SCM 
committee system for approval. 

5.6.4 Amendments of contracts where the expansion or variation is more than 
the threshold prescribed by National Treasury (Circular 62), must be dealt 
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with in terms of the provisions of section 116(3) of the MFMA, and are 
exempt from this process. 

5.6.5 Amendments to the contract, without influencing the value or term of the 
contract, within the scope of the original terms and conditions, may be 
altered, provided that both parties have consensus on the amendment 
and the contract amendment is in writing and signed by both parties. 

5.6.6 No agreement to amend or vary a contract shall be valid and of any force 
unless such agreement to amend or vary is entered into in writing and 
signed by the contracting parties. 

5.6.7 Section 33 of the MFMA will apply when an amendment has budgetary 
implications for a term longer than the 3 (three) financial years of the cur- 
rent year’s budget, (Section 116 (3) of the MFMA will be followed with 
section 33, when amending an existing contract for longer than 3 years). 
It remains the responsibility of the user department to give effect to sec- 
tion 33, following due process, as stipulated in Section 33 of the MFMA. 
The SCM Contract Management office will support the relevant user de- 
partment in order to ensure that compliance to all SCM legislation is ad- 
hered to. 

6. MAINTENANCE AND CONTRACT ADMINISTRATION 

6.1 Contract administration includes all administrative duties associated with a contract 
once it is adjudicated and implemented. 

6.2 No rights in terms of an awarded contract will accrue before the SCM appeal period 
and/or appeal has been finalised. 

6.3 The contract should be signed by all parties concerned (The relevant official should 
also ensure that the suppliers have the delegated powers to sign and amend the 
contractual agreement). 

6.4 The contract will only be enforceable after all the signatures of the relevant parties 
are documented. 

6.5 A signed service level agreement (if applicable) must be compiled and signed 
which will incorporate all the relevant sections of the tender documentation. 

6.6 All once-off purchases shall have a specified end delivery date. 

7. ROLES AND RESPONSIBILITIES OF OFFICIALS: 

7.1 SCM Contract Practitioner: 

7.1.1 The SCM Contract Practitioner is the SCM official responsible for system 
administration, status and SCM performance reporting on all contracts 
related activities. 

7.1.2 For the purposes of contract management activities performed by the 
relevant role players, the SCM Contract Practitioner will monitor and re- 
port on the following activities: 

7.1.2.1 identification and classification of contracts for management 
purposes in terms of the SCM processes; 

7.1.2.2 recognition, measurement and disclosure; 

7.1.2.3 oversight of contract management as is provided for in this 
policy; 

7.1.2.4 oversight of contract management as is provided for in this 
policy; 
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7.1.2.5 document and information management; 

7.1.2.6 relationship management; 

7.1.2.7 performance management; 

7.1.2.8 contract risk management. 

7.2 Contract Champion 

7.2.1 The contract champion is responsible for the following activities: 

7.2.2.1 ensuring that all the necessary legal formalities in entering into 
the contract are adhered to; 

7.2.2.2 ensuring that all applicable contract information is maintained 
in the applicable electronic contract system 

7.2.2.3 ensuring that purchase orders are processed on the financial 
system in accordance with the pricing schedule; 

7.2.2.4 maintaining adequate records (paper and/or electronic) in suf- 
ficient detail on an appropriate contract file to provide an audit 
trail; 

7.2.2.5 inform the Asset Management section of the Expenditure De- 
partment of the location of newly procured assets for asset 
register and insurance purposes; and 

7.2.2.6 where appropriate, in terms of Council’s Delegations, author- 
ise invoices due for payment. 

7.2.2.7 to take appropriate action in consultation with the contract 
owner and the SCM Contract Practitioner, where a contractor 
is underperforming or is in default or breach of the contract. 

7.2.2.8 ensure performance of suppliers is managed appropriately to 
the terms and conditions of the contract. 

7.3 Contract Owner 

7.3.1 The contract owner is responsible for ensuring that contract champions 
are assigned to all contracts. 

7.3.2 The contract owner is ultimately responsible for management of the ac- 
tivities. 

7.4 Contract Director 

7.4.1 The contract director is responsible for signing of contracts with the rele- 
vant service provider, in line with the Delegation of Powers and Duties 
Policy. 

7.4.2 The contract director is ultimately accountable for the contract. 

8. RECORD KEEPING 

8.1 Proper records regarding all aspects of the contract must be maintained and kept 

in accordance with relevant legislation. 

8.2 All communication related to contracts must be linked to the master document on 

the electronic system, by the relevant official. 

8.3 Safe custody of all contract documents must be enforced by all relevant users. 
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8.4 Contract Champions and Contract Owners are responsible for the electronic cap- 
turing of the contract information and maintenance thereof on the Contract Man- 
agement system. 

8.5 The original signed contract must be sent to the records department (by the con- 
tract management office) for safekeeping and storage. 

8.6 The records department is responsible for the administration of archived contract 
documentation. 

9. CONTRACTS HAVING BUDGETARY IMPLICATIONS BEYOND THREE FINANCIAL 
YEARS 

Knysna Municipality may not enter into any contract that will impose financial obligations 
beyond the three years covered in the annual budget for that financial year, unless the 
requirements of Section 33 of the Municipal Finance Management Act have been fully 
complied with. 

10. RESOLUTION OF DISPUTES, OBJECTIONS, COMPLAINTS AND QUERIES: 

The accounting officer is responsible to establish a dispute resolution mechanism as per 
paragraph 5.3.1.2.2 and also as required by section 116(1) of the MFMA and paragraph 
50 of the SCM Policy. 

11. CONTRACT PRICE ESCALATIONS: 

11.1 An appropriate contract price adjustment formula or specified terms of escalation 
must be specified in the bid documents 

11.2 Escalation notification must be in writing and presented before the implementation 
date thereof. 

11.3 User departments are responsible to manage, verify and implement price escala- 
tions as per originally agreed terms and conditions set out in the specifications of 
the contract and keep proof of evidence to the newly agreed escalations on the 
system for all other relevant stakeholders to access. 

12. PERFORMANCE ON CONTRACTS: 

12.1 In terms of the SCM Policy and the Municipal Systems Act, the accounting officer 
must implement an internal monitoring system in order to determine, on the basis 
of a retrospective analysis, whether the authorised supply chain management pro- 
cesses were followed and whether the objectives of this Policy were achieved. 

12.1.1 Municipality’s Performance: 

12.1.1.1 The municipality is required to pay creditors within 30 days of 
receiving all relevant invoice statements. 

12.1.1.2 The municipality is also required to create a favourable envi- 
ronment to receive services and goods without preventing the 
supplier to perform their duties. 

12.1.1.3 All parties involved must perform according to the terms and 
conditions of the relevant contract, while the contract is alive. 

12.2.1 Supplier Performance: 

12.2.1.1 The supplier of goods and services is required to perform as 
per terms and conditioned agreed upon and should inform the 
municipality if circumstances prevent them to perform, with 
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reasons provided, within 5 working days (to be included in all 
contracts). 

12.2.1.2 For all relevant deviations from the agreed terms and condi- 
tions of any contract, the key performance indicators (KPI’s) 
should be reviewed as well as the alignment with the strategic 
objectives established in the IDP. 

12.2.1.3 Suppliers performance will be reviewed by Knysna Officials on 
a monthly basis (every 25 th of the month) giving effect to sec- 
tion 116 of the MFMA, 2003 

12.2.1.4. Prescribed procedures to evaluate service providers must be 
complied with. 

THE FOLLOWING PROCEDURES NEED TO BE FOLLOWED: 

1. The requirements of this policy must be included in the contract of the service provider. 

2. The performance of the service provider under the contract or service level agreement 
must be assessed monthly by the Contract owner. 

3. The assessment must be completed in the contract management system. 

4. The Contract owner must complete the Service Provider Assessment on the contract 
management at the end of each month. 

5. The quarterly assessment and reporting must be completed within 15 working days after 
the end of each quarter. 

6. The Contract owner must provide a copy of the assessment to the Service Provider at 
the end of each quarterly assessment period and on completion or termination of the 
contract. 

7. Supply Chain Management Unit (Contract Management Office) will review the quarterly 
Service Provider assessments within 20 days after the end of each quarter and submit 
a summary report to the Accounting Officer. 

8. The Accounting Officer need to develop the necessary forms and report structures to be 
utilised to manage the above processes. The forms and reporting requirements need to 
be reviewed on a regular basis. 

9. In the instance of under-performance: 

a. The Municipality will facilitate support interventions to service providers in the identi- 
fied areas of underperformance 

b. Service providers who have been identified as under-performing in identified areas 
must be informed of these support interventions. 

c. The impact of support interventions must be monitored by the Contract owner. 

d. Corrective action should be documented in writing within the contract management 
system 

e. The records of the support interventions must be documented, signed by both parties 
and appropriately filed in the contract management system. 

13. REVIEW OF CONTRACTS 

13.1 In terms of section 116 (1) of the MFMA, a contract or agreement procured through 
the Supply Chain Management system must have a periodic review once every 
three years in the case of a contract or agreement that are longer than three years. 

13.2 The contract owner or champion must conduct, as appropriate, within 3 months 
after the expiry of contracts, post contract reviews. 
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14 IMPLEMENTATION AND REVIEW PROCESS 

This policy will come into effect on 1 July 2018; 

This policy will be reviewed at least annually or when required by way of a Council res- 
olution. 


POLICY SECTION: 

MANAGER:SCM 

CURRENT UPDATE 

New 

PREVIOUS REVIEW 

New 

PREVIOUS REVIEW 

New 

APPROVAL BY COUNCIL 
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OBJECTIVE 


To ensure the effective and efficient control of the municipality’s assets through - (a) 
proper recording of assets from authorization to acquisition and to subsequent disposal, 
(b) providing for safeguarding procedures, (c) setting proper guidelines as to authorized 
utilisation, and (d) prescribing for proper maintenance. 

To assist officials in understanding their legal and managerial responsibilities with 
regard to assets. 


BACKGROUND 


The proper utilization and management of assets is one of the prime mechanisms by 
which a municipality can fulfil its constitutional objectives for: 

Q Delivery of sustainable services; 

Q Promotion of Social and economic development; 

Q Promoting a safe and healthy environment and, 

Q Providing for the basic needs to the community. 

The municipality has a legal and moral obligation to ensure it implements policies to 
provide for the effective and efficient usage of its assets over the useful life thereof. 

The asset management policy deals with the municipal rules required to ensure the 
enforcement of appropriate stewardship of assets. 

Stewardship has three components being the: 

Q Management, utilization and control by the Municipal Officials. 

Q Financial administration by the Chief Financial Officer, and 

Q Physical administration by the Officer: Assets 

Statutory provisions exist to protect public property against arbitrary and inappropriate 
management or disposal by a local government. 

Accounting standards are set to ensure the appropriate financial treatment for property, 
plant and equipment. The requirements of these accounting standards include: 

Q The compilation of asset registers recording all assets controlled by the 
municipality. 

Q Accounting treatment for the acquisition, disposal, recording and depreciation 
of property, plant and equipment. 

Q The standards to which these financial records must be maintained. 


DEFINITIONS 
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“Accounting Standards Board” was established by the Public Finance Management Act to 
set standards of Generally Recognized Accounting Practice (GRAP) as required by the 
Constitution of the Republic of South Africa. 


“Active market”Js a market where all the followinq circumstances must be present: 

• _The assets which are traded in the market are homoqenous; 

• _A willing buver and willinq seller normallv exists at anv qiven time; and 

• _Prices are available to the public. 


“Aqricultural activitv” ± is the manaqement bv a municipalitv of the bioloqical transformation of 

bioloqical assets for sale, into aqricultural produce, or into additional bioloqical assets. A 


“Agricultural produce”.is the harvested product of the entity’s bioloqical assets.. 


“Amortisation” is the systematic allocation of the depreciable amount of an intangible asset 
over its useful life. 


“Assets” are resources controlled by the municipality as the result of past events and from 
which future economic benefits or future service potential are expected to flow to the 
municipality and for the purpose of this policy refers to property, plant and equipment but 
excludes Investment Properties. 


I nfrastructur e ass e ts — ar e d e f i n e d as any ass e t th 

ass e ts. Exampl e s ar e roads, wat e r r e t i cu l at i on sch e m 

ma i ns, transport t e rm i na l s and car parks. 


Commun i ty ass e ts — ar e defin e d as any ass 

w ell- b ei ng. Examp le s ar e parks, li brar ie s and f 


H e r i tag e ass e ts — ar e d e f i n e d as cu l tura ll y s i gr 

of art, h i stor i ca l bu il d i ngs and statu e s. 
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I nv e stm e nt prop e rt ie s — ar e d e f i n e d as prop e rt ie s that ar e £ 

cap i ta l ga i ns. Examp le s ar e off i c e parks and und e r - d e v el o 

purpos e of r e sa le i n futur e y e ars. 


I ntang i b le ass e ts — ar e i d e nt i f i ab le ass e ts w i thout phys i ca l 


Other ass e ts — ar e d e f i n e d as ass e ts ut i l i z e d i n norma l op e rat i ons. Examp le s ar e 

plant, e qu i pm e nt, motor v e h i c le s and furn i tur e and f i tt i ngs. 


“Asset Controller”^ is anv official to whom the responsibilitv has been deleqated and who - 

needs to account for the control, use, phvsical and financial manaqement of the Municipality’s 

assets, in terms of the municipality’s standards, policies and procedures and relevant 

quidelines. 


“Asset register” is the control register recording the financial and other key details for all 
municipal assets recognized in accordance with this policy 


“Biological Asset” x is a livinq animal or plant. 


“Bioloqical Transformation’^comprises the processes of qrowth, deqeneration, production 

and procreation that cause qualitative or quantitative chanqes to a bioloqical asset. 


“Basic Municipal Services” means a municipal service that is necessary to ensure an 
acceptable and reasonable quality of life and which, if not provided, would endanger public 
health or safety or the environment. 


“Capitalisation” is the recognition of expenditure as an Asset in the financial records and in 
the Asset Register. 


“Carrying amount” is the amount at which an asset is included in the financial statements 
after deducting any accumulated depreciation and accumulated impairment thereon from the 
recorded value thereof. 


“Chief Financial Officer”^ means an officer of a municipalitv desiqnated bv the municipah 

manaqer to be administrativelv in charqe of the budqetarv and treasurv functions. 
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“Class of propertv, plant and equipment” ± means a qroupinq of assets of a similar nature or « 

function in a municipality’s operations that is shown as a single item for the purpose of 


disclosure in the financial statements. 


“Commercial service’^means a service other than a municipal service: 


(a) Provided bv a private sector partv or orqan of state to or for a municipalitv or municipal 

entitv on a commercial basis; and 

(b) Purchased bv a municipalitv or municipal entitv through the supplv chain manaqement 

oolicv. 


“Communitv assets” ± are defined as anv asset that contributes to the communitv’s well-beinq. - 

Examples are parks, libraries and fire stations. 


“Control of an asset” ± arises when the entitv can use or otherwise benefit from the asset in < 

pursuit of its obiectives and can exclude or otherwise requlate the access of others to that 

benefit. 


“Control items” are items of assets that are not significant enough for financial recognition but 
are valuable enough to warrant special safeguarding. 


“Cost” is the amount of cash or cash equivalents paid, or the fair value of the other 
consideration given or received to acquire an asset at the time of its acquisition or construction 

or where applicable, the amount attributed to that asset when initiallv recoqnized in accordance 
with the specific reguirements of Standards of GRAP. t 


“Cost of acqu i s i t i on” i s a l l th e costs i n 

and l ocat i on for i ts int e nd e d use. 


ass e t i t e m to 1 


“Depreciation” is the systematic allocation of the depreciable amount of an asset over its 
useful life. 


“Depreciable amount” is the cost of an asset, or other amount substituted for cost in the 
financial statements, less its residual value. 
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“Disposarjn relation to capital assets, includes- 


(a) The deconstruction, demolition or destruction, of the capital assets; or 

(b) Anv other process that leads to a loss of ownership of capital assets, excludinq transfer 

of ownership 


JDisposal Manaqement Svstem” x means the svstem envisioned in requlation 40 of the « 

Municipal Supplv Chain Manaqement Requlations, publisJied in General Notice Nr. 868 of 2005. 


“Fair value” is the amount for which an asset could be exchanged between knowledgeable 
willing parties in an arm’s length transaction. 


“Fixed asset register” (FAR) isthe control register recording the financial and other key details 
for all municipal assets recognized in accordance with this policy. 


“Granting of rights” means the granting by the municipality of the right to use, control or 
manage capital assets in circumstances where sections 14 & 90 of the MFMA and Chapters 2 & 3 of 
the Municipal Asset Transfer Regulations do not apply. In other words, where the granting of such 
rights does not amount to “transfer” or “disposal” of the asset and which includes leasing, letting 
hiring out, etc, of the capital asset. It also means a right to use, control or manage the capital asset 
for a period exceeding one calendar month without ceding legal ownership in the asset 

“GRAP” is Standards of Generally Recognised Accounting Practice 


“Head of Department / Senior Manaqer” ± means a manaqer referred to in Section 56 of the - 

Municipal Systems ffitt 


JHeritaqe assets” x are defined as assets that have a cultural, environmental, historicaL natural, < 

scientific, technoloqical or artistic siqnificance and are held indefinitelv for the benefit of present 

and future qenerations. 


JHistorical Cost” x means the oriqinal purchase price or the cost of acquisition of capital assets < 

at the time of acquirinq the asset. 


“Impairment loss” of a cash-generating asset is the amount by which the carrying amount 
of an asset exceeds its recoverable amount. 


Formatted: Font: 10 pt, Bold 


( Formatted: Font: 10 pt 


Formatted: Font: 10 pt, Bold 


Formatted: Indent: Left: 1,25 cm, First line: 0,02 cm, Tab 
stops: 1,25 cm, Left 


Formatted: Font: 10 pt 


Formatted: Indent: Left: 1,25 cm, First line: 0 c 


Formatted: Justified 


Formatted: Font: 10 pt, Bold 


Formatted: Indent: Left: 1,25 cm, First line: 0,02 cm 


Formatted: Font: 10 pt 


H 


Formatted: Font: 10 pt, Bold 


Formatted: Indent: Left: 1,25 cm, First line: 0,02 cm 


Formatted: Font: 10 pt 


Formatted: Font: 10 pt, Bold 


Formatted: Indent: Left: 1,25 cm, First line: 0,02 cm 


Formatted: Font: 10 pt 


Policv Title: Asset Manaqement Policv Ass e t Managem e nt Po l icv (Eff e ctiv e dat e : OlJu l v 20187) - Pag e A 


matted: Border: Top: (Thin-thick small gap, Accent 2, 3 
.ine width) 


































































































































P a g e I 11 


(d) anv other orqan of state within the meaninq assiqned to ‘orqan of state’ in section 239 * 

of the Constitution. 


“Other assets” are defined as assets utilized in normal operations. Examples are plant, 

equipment, motor vehicles and furniture and fittinqs. 


“Prescribe” means as prescribed by the Minister of Finance by regulation. 


“Property, plant and equipment” (PPE) means tangible assets that: 


(a) Are held by a municipality for use in the production or supply of goods or services, for 
rental to others, or for administrative purposes, and 

(b) Are expected to have a useful life extending for more than one financial year. 


“Recoverable amount” is the amount that the municipality expects to recover from the future 
use of an asset, including its residual value on disposal. 

“Recoverable service amount” ± is the hiqher ofa non-cash-qeneratinq asset’s fair value minus 

the cost to sell and its value in use. 


“Remaininq useful life’^of a depreciable PPE asset is the time remaininq until an asset ceases 

to provide required standard of performance or economic usefulness. 


“Residual value” is the net amount which the entity expects to obtain for an asset at the end 
of its useful life after deducting the expected costs of disposal. 


“Riqht to utilise, control and manaqe” x means the riqht to use, control and manaqe the capital 

asset for a period of lonqer than one calendar month, without qivinq up ownership of the asset. 

In other words, where the qrantinq of such a riqht does not lead to the transfer or permanent 

disposal of the asset, for example when a riqht is obtained throuqh a rental contract, rental or 

rental aqreement., 


“Senior Manaqer” x is a manaqer as referred to in Section 57 of the Municipal Svstems Act 

(MSA) who is somebodv that reports directlv to the Municipal Manaqer. 

“S e n i or Manag e m e nt” m e ans off i c i a l s who ar e r e spons i b le for manag i ng th e r e sp e ct i v e vot e s 

of th e mun i c i pa li ty and to whom pow e rs and dut ie s for th i s purpos e hav e b ee n d ele gat e d i n 

t e rms of s e ct i on 79 of th e MFMA. 
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P a g e I 12 


“The Act’^means the Local Government: Municipal Finance Manaqement Act, 2003 (Act No 

56 of 2003). 


“Transfer” x means with regards to a capital assets or sub-assets the transfer of ownership as 

a result of sales and other transactions. 


“Useful life” - is: 


• _the period of time over which an asset is expected to be used bv the municipalitv; or 

• _the number of production or similar units expected to be obtained from the asset bv the 

municipalitv’s accountinq officer. 


“Usefu l li f e ” i s ei th e r: 

(a)- Th e e st i mat e d p e r i od of t i m e ov e r wh i ch th e futur e e conom i c b e n e fits or futur e s e rv i c e 

pot e nt i a l e mbod ie d i n an ass e t ar e e xp e ct e d to b e consum e d by th e mun i c i pa li ty. 

- Qr 


(b)- Th e e st i mat e d total s e rv i c e pot e nt i al e xpr e ss e d i n t e rms of product i on or s i mik 

that i s e xp e ct e d to b e obta i n e d from th e ass e t by th e mun i c i pa li ty. 


STATUTORY AND REGULATORY FRAMEWORK 

This policy must comply with all relevant legislative requirements including: 

• The Constitution of the Republic of South Africa, 1996 

• _Local Government: Municipal Svstems Act; 2000; 

• _Local Government: Municipal Finance Manaqement Act; 2003: 

• _Municipal Asset Transfer Requlation No. 878 of 2008; 

• _Generallv Recoqnised Accountinq Practice (GRAP); 


Interpretations of the standards of GRAP issued bv the Accountinq Standards Board * 

(IGRAP 1-17); 

Municipal Requlations on Standard Chart of Accounts No. 312 of 2014; and 

Supplv Chain Manaqement Requlations No. 868 of 2005. 
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P a g e I 13 


Mun i c i pa l Structur e s Act, 1998 

Mun i c i pa l Syst e ms Act, 2000 

D i v i s i on of R e v e nu e Act ( e nact e d annua ll y 


Also, this policy must comply with the standards specified by the Accounting Standards Board. 
The relevant currently recognized accounting standards include: 


GRAP 1 - Presentation of Fina 


I Statements; 


GRAP 13 - Leases; 


GRAP 16 - Investment Propertv; 


GRAP 17 - Propertv, Plant and Equipment; 

GRAP 21 - Impairment of Non-Cash Generatinq Assets; 


GRAP 26 - 

GRAP 27 - 


Impairment of Cash Generatinq Assets; 

Aqriculture 


GRAP 31 - Intanqible Assets; 


GRAP 100 - Discontinued Operations; and 


GRAP 103 - Heritaqe Assets. 


Other relevant accountinq standards: 

GRAP 12 - Inventory; and 
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GRAP 11 - Construction Contracts. 


GRAP 17 - Prop e rty, p l ant^ggu i p'maM^ 

GRAP 16 —I nv e stm e nt Prop e rt ie s; 


GRAP 101 - Agricu l tur e ; and 


GRAP 102 —I ntang i b le Ass e ts 


This policy does not overrule the requirement to comply with other policies such as Supply 
Chain Management or Budget policies. 


5. RESPONSIBILITIES AND ACCOUNTABILITIES 

The Municipal Manager is responsible for the management of the assets 
of the municipality, including the safeguarding and the maintenance of 
those assets. 

The Municipal Manager must take all reasonable steps to ensure that: 

• _The Municipalitv has and maintains a manaqement, accountinq and information svstem 

that accounts for the assets of the Municipalitv. These accountinq and information 

svstems must also complv with the requirements of mSCOA. 

• _The Municipality’s assets are valued in accordance with standards of Generallv 

Recoqnized Accountinq Practice (GRAP) as per Directive 5 issued bv the Accountinq 

Standards Board. 
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P a g e I 14 


The Municipalitv has and maintains a svstem of internal control of assets, includinq an 

asset reqister. 

Senior manaqers and other officials comply with this policy. j - Th e mun i c i pa li ty has 

and ma i nta i ns a manag e m e nt, account i ng and i nformat i on syst e m that r e cords a ll th e 

ass e ts of th e mun i c i pa li ty; 

The mun i cipa li ty’s ass e ts ar e va l ued i n accordance with recogn i s e d standards as 

pr e scr i b e d by statut e s and/or r e gu l at i ons; 

That th e mun i c i pa li ty has and ma i nta i ns a syst e m of i nt e rna l contro l of ass e ts, i nc l ud i ng 

an ass e t r e g i st e r; and 

That S e n i or Manag e m e nt comp l y w i th th i s po li cy. 


The Chief Financial Officer is responsible to the Municipal Manager to ensure that the 
financial investment in the municipalities’ assets is properly recorded. 


The Chief Financial Officer must take all reasonable steps to ensure that: 

• _Appropriate systems of financial manaqement and internal control are established and 

carried out diliqentlv. 

• _ The financial and other resources of the Municipalitv assiqned to him/her are utilized 

effectively, efficiently, economically and transparent^^^ 

• _Any unauthorized, irreqular or fruitless or wasteful expenditure, and losses resultinq 

from criminal or neqliqent conduct, are prevented. 

• _The svstems, processes and registers reauired to substantiate the financial values of 

the Municipality’s assets are maintained to standards sufficient to satisfy the 

requirements of effective 

• _Financial processes are established and maintained to ensure the Municipalitv’s 

financial resources are optimally utilized throuqh appropriate asset plan, budqetinq, 

\purchasinq, maintenance and disposal decisions. 

• _The Municipal Manaqer is appropriatelv advised on the exercise of powers and duties 

pertaininq to the financial administration of assets. 

• _The Senior Manaqers and senior manaqement teams are appropriatelv advised on the 

exercise of their powers and duties pertaininq to the financial administration of assets. * * 

- Appropr i at e syst e ms of f i nanc i al manag e m e nt and i nt e rnal contro l s ar e 

e stab li sh e d and carr ie d out d ili g e nt l y; 

-- Th e f i nanc i a l and oth e r r e sourc e s of th e mun i c i pa li ty ar e ut ili z e d e ff e ct i v e ly, e ff i c ie nt l y, 

e conom i cal l y and transpar e nt l y; 

-- Any unauthor i z e d, i rr e gular or fru i t le ss or wast e ful e xp e nd i tur e , and loss e s r e sult i ng 

from cr i m i na l or n e g li g e nt conduct, ar e pr e v e nt e d; 
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-- Th e syst e ms, proc e ss e s and r e g i st e rs r e qu i r e d to substant i at e th e f i nanc i a l va l u e s of 

th e mun i c i pa li ty’s ass e ts are mainta i n e d to standards suffic i ent to sat i sfy th e 
r e qu i r e m e nts of a ll statut e s; 

-- F i nanc i a l proc e ss e s ar e e stabl i sh e d and ma i ntain e d to e nsur e th e mun i cipal i ty’s 

f i nanc i a l r e sourc e s ar e opt i ma ll y ut ili z e d through appropr i at e ass e t p l ans, budg e t i ng, 
purchas i ng, ma i nt e nanc e and d i sposa l d e c i s i ons; 

-- Th e Mun i c i pa l Manag e r i s appropr i at el y adv i s e d on th e e x e rc i s e of pow e rs and dut ie s 

p e rta i n i ng to th e f i nanc i a l adm i n i strat i on of ass e ts; 

-- Th e S e n i or Manag e rs and s e n i or manag e m e nt t e ams ar e appropr i at el y adv i s e d on th e 

e x e rc i s e of th ei r pow e rs and dut ie s p e rta i n i ng to th e f i nanc i a l adm i n i strat i on of ass e ts; 

The Chief Financial Officer may delegate or otherwise assign responsibility for performing these 

functions but will remains accountable for ensuring these activities are performed. 


The Managers must take all reasonable steps to ensure that: 

• _Appropriate svstems of phvsical manaqement and control are established and carried 

out for assets in their area of responsibilitv. 

• _The Municipal resources assiqned to them are utilized effectivelv, efficientlv, 

economicallv and transparently. 

• _The assets under their control must be properlv safequarded and maintained to the 

required level and that risk manaqement svstems must exist and be maintained. 

• _Any unauthorized, irreqular or fruitless or wasteful utilization and losses resultinq from 

criminal or neqliqent conduct are prevented. 

• _Their manaqement svstems and controls can provide an accurate, reliable and up to 

date account of assets under their control. 

• _Thev are able to iustify that their plans, budqets, purchasinq, maintenance and disposal 

decisions for assets optimallv achieve the Municipalitv’s strateqic obiectives. 

• _The purchase of assets complies with all municipal policies and procedures. 

• _All moveable propertv, plant and equipment is dulv processed and identified and 

inspected as beinq in order before it is received into their stewardship. 

• _All moveable assets received into their stewardship are appropriatelv safequarded 

aqainst inappropriate use or loss. This will include control over the phvsical access to 

these assets and reqular stock takes to ensure that no losses have occurred. Anv 

known losses should be immediatelv reported to the Chief Financial Officer. 

• _Assets are appropriatelv utilized for the purpose for which the municipalitv acquired 

them. 

• _ Assets that are transferred from one custodian to another are properlv recorded. * 

- Appropr i at e syst e ms of phys i ca l manag e m e nt and contro l s ar e e stab li sh e d 

and carr ie d out for ass e ts i n th ei r ar e as of r e spons i b i l i ty; 
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-- Th e mun i c i pa l r e sourc e s ass i gn e d to th e m ar e ut ili z e d e ~ 

e conom i cal l y and transpar e nt l y; 

-- Th e ass e ts und e r th ei r contro l ar e appropr i at e ly saf e guard e d a i 

e xt e nt n e c e ssary and that r i sk manag e m e nt syst e ms ar e i n p l ac e 

-- Any unauthor i z e d, i rr e gular or fru i t le ss or wast e fu l e xp e nd i tur e , 

from cr i m i na l or n e g li g e nt conduct, ar e pr e v e nt e d; 

-- Th e ass e t manag e m e nt syst e ms and controls can prov i d e an acc 

to dat e r e cord of ass e ts und e r th ei r contro l . 

-- Th e y ar e ab le to just i fy that th ei r ass e t p l ans, budg e ts, purchas i i 

d i sposal d e c i s i ons opt i mally ach ie v e th e mun i c i pa li ty’s strat e g i c c 

-- Th e purchas e of ass e ts comp lie s w i th a ll munic i pa l pol i c ie s and p 


-- A ll mov e ab le prop e rty, p l ant and e qu i pm e nt i s du l y proc e ss e d and i d e nt i f ie d and 

i nsp e ct e d as b ei ng i n ord e r b e for e i t i s r e c ei v e d i nto th ei r st e wardsh i p. 

-- A ll mov e ab le ass e ts r e c ei v e d i nto th ei r st e wardship ar e appropriat e ly saf e guard e d 

aga i nst i nappropr i at e us e or l oss. Th i s w ill inc l ud e contro l ov e r th e phys i ca l acc e ss to 

th e s e ass e ts and r e gu l ar stock tak e s to e nsur e that no l oss e s hav e occurr e d. Any 
known l oss e s shou l d b e i mm e d i at e ly r e port e d to th e Ch ie f F i nanc i a l Off i c e r. 

-- Ass e ts ar e appropr i at el y ut ili z e d for th e purpos e for wh i ch th e mun i c i pa li ty acqu i r e d 

The Manager may delegate or otherwise assign responsibility for performing these functions 
but will remain ultimately accountable for ensuring these activities are performed. 


6. FINANCIAL MANAGEMENT 


6.1 Pre-Acquisition Planning 

• Before a capital project is included in the budget for approval, the Manager must 
demonstrate and the Council must consider; 

Q The projected cost over all the financial years until the project is operational; 

Q The future operational costs and revenue of the project, including tax and tariff 
implications; 

Q The financial sustainability of the project over its life including revenue 
generation and subsidisation requirements; 

Q The physical and financial stewardship of that asset through all stages in its 
life including acquisition, installation, maintenance, operations, disposal and 

rehabilitation; _ 

Fc matted: Border: Top: (Thin-thick small gap, Accent 2, 3 
/ pt .inewidth) 


Policv Title: Asset Manaqement Policv Ass e t Managem e nt Po l icv (Eff e ctiv e dat e : OlJu l v 20187) 


Pag e d 
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Q The inclusion of this capital project in the integrated development plan and 
future budgets: and 

Q Alternatives to this capital purchase. 

The Chief Financial Officer is accountable to ensure the Manager receives all 
reasonable assistance, guidance and explanation to enable them to achieve their 
planning requirements. 


6.2 Approval to Acquire Property Plant and equipment 

• Expenditure can only be incurred on a capital project if: 

Q The funds have been appropriated in the capital budget, 

Q The project, including the total cost and funding sources, has been approved 
by Council, 

Q The Chief Financial Officer confirms that funding is available for that specific 
project, and 

Q Any contract that will impose financial obligations beyond two years after the 
budget year is appropriately disclosed. 


6.3 Funding of capital projects 

• Within the municipality’s ongoing financial, legislative and administrative capacity, the 
Chief Financial Officer will establish and maintain the funding strategies that optimise 
the municipality’s ability to achieve its strategic objectives as stated in the integrated 
development plan. 

• The acquisition of assets will not be funded over a period longer than the useful life of 
that asset. 

Fundinq source types can include the followinq: * 


External loans; 


Government qrants; 

Public contributions and donations; 

Finance leases; and 

Surplus cash. 


6.4 Disposal of assets 
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• The municipality may not transfer ownership as a result of a sale or other transaction 
or otherwise permanently dispose of an asset needed to provide the minimum level of 
basic municipal services, unless such asset is obsolete or surplus to requirements or 
beyond a state of good repair or being replaced and provided that the delivery of the 
minimum level of basic municipal services is not compromised as a result of the 
disposal of the asset. 

• The municipality may transfer ownership or otherwise dispose of an asset other than 
one contemplated above or moveable assets having an estimated carrying value 
above R50 000, but only after the Council, in a meeting open to the public: 

Q Has decided on reasonable grounds that the asset is not needed to provide 
the minimum level of basic municipal services, and 

Q Has considered the fair market value of the asset and the economic and 
community value to be received in exchange for the asset. 

• The decision that a specific asset is not needed to provide the minimum level 
of basic municipal services, may not be reversed by the municipality after that 
asset had been sold, transferred or otherwise disposed of. 

• The disposal of an item of property, plant or equipment must be fair, equitable, 
transparent, competitive and cost effective and comply with a prescribed regulatory 
framework for municipal supply chain management and the Supply Chain Management 
Policy of the municipality ind the Asset Transfer Requlations. v 


The transfer of assets to another municipality, municipal entity, national department or 
provincial department is excluded from these provisions, provided such transfer is 
being done in accordance with a prescribed regulatory framework. 

The disposal of moveable assets up to a carrying amount of R50 000 per item may be 
authorised under delegated powers by the Municipal Manager after taking the above- 
mentioned conditions into account. 

Every manager shall report in writing to the Chief Financial Officer on 31 October and 
30 April of each financial year on all assets controlled or used by the department 
concerned which such manager wishes to alienate by public auction or public tender. 
The Chief Financial Officer shall thereafter consolidate the requests received from the 
various departments, and shall promptly report such consolidated information to the 
Council or the Municipal Manager of the municipality, as the case may be, 
recommending the process of alienation to be adopted. 

Once assets are alienated, the Chief Financial Officer shall adjust the asset register for 
the current year and shall, for the ensuing year, delete the asset from the accounting 
records and the asset register. 

All gains and losses realized on the alienation of assets shall be accounted for 
according to section 11.13 below (Accounting treatment on disposal). 


6.5 Loss, theft, destruction or impairment of assets 
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Every manager shall ensure that any incident of loss, theft, destruction, or material impairment 
of any asset controlled or used by the department in question is promptly reported in writing to 
the Chief Financial Officer, to the internal auditor, and - in cases of suspected theft or malicious 
damage - also to the South African Police Services. 


INTERNAL CONTROLS 


7.1 Asset Register 

7.1.1 Establishment and management of the Asset Register 

• The Chief Financial Officer will ensure the establishment and maintenance of an asset 
register containing key financial data on each item of asset that satisfies the criterion 
for recognition. 

• The Asset Controller is responsible for establishing and maintaining any additional 
registers or records to demonstrate to Managers the physical management of assets 
under their control. 

• _ t The asset reqister shall be maintained in the format determined bv the Chief Financiah 

Officer, which format shall complv with the requirements of GRAP and anv other 

accountinq requirements which mav be prescribed. It must also comply with the 

mSCOA business process requirements as set out in Annexure B of MFMA Circular 

80 , 

t These requirements for an asset manaqement svstem are summarized below: 

• _It must manaqe the full asset life cvcle; 

• _Manaqe the contract and build phase of the project bv reqisterinq the 


component and rollinq the accountinq transaction up to the work-in-proqress 

rnni 

Immediatelv after a completion certificate is received, unbundle assets and 

maintain the parent child relationship between the main asset and its 

components; 

Enable table-to-floor inspection sheets (electronic devises are preferred) as 

well as floor-to-table look-up methodoloqies; 

Host the insurance reqister and constantly update the portfolio as new assets 

are purchased or if there is proqress on the value of work-in-proqress (WIP); 

Compile and monitor expenditure aqainst the asset maintenance plans; 


Inteqration to billinq svstems to monitor investment properties and valuation 

inconsistencies; 


Utilise the billinq svstem functionalitv to ensure ownership of land and buildinqs 

to the deeds reqister; 
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Inteqration of the electronic scanninq and verification device. 

The purpose is to ensure annual verification and conditional assessment with 

GPS co-ordinate capturinq to the nearest extent possible; and 

Seamless inteqration with a Geoqraphical Information Svstem (GIS) or 

alternative mappinq enabled qraphical user interphase. 


Identification of Assets: ♦ 

• _Abilitv to identifv and track assets in a hierarchv structure of departments, 

locations, 

• _components and sub-components. 

• _Define Cost Centre, Work Centre, assiqninq of re-servicinq the equipment to 


an individual. 

• _Allow for criticalitv ratinq to be assiqnable to each asset via the risk assessment 

model. 

• _Abilitv to link movable assets to third partv asset trackinq svstems. 

Maintenance Strateqies ♦ 

• _Must be able to confiqure different strateqies. 

• _ Abilitv to attach and insert links to Technical Documentation throuqhout the 

maintenance module. 

• _Must cater for a master maintenance schedule with reportinq of 'maintenance 

done'. 

• _Must be able to indicate the lifespan of equipment for replacement budqetinq 

purposes. 

• _Must be able to track warrantv periods bv components. 

|_Support Call Centre notifications and maintenance of assets with inteqrated 

workflow. 


7.1.2 Contents and maintenance of the Asset Register 

• The asset register shall be maintained in the format determined by the Chief Financial 
Officer, which format shall comply with the requirements of GRAP and any other 
accounting requirements which may be prescribed. 

The details in the asset register must include: 

Q - * A unique identification number; 

* GIS identification number in the case of infrastructure; 
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°- Impairment losses incurred during the financial year (and the reversal of such 

losses, where applicable) 

°- Whether the asset is required to perform basic municipal services 

°- Whether the asset has been used to secure any debt, and — if so - the nature 

and duration of such security arrangements 

°- The title deed number, in the case of fixed property 

All managers under whose control any asset falls shall promptly provide the Chief 
Financial Officer in writing with any information required to compile the asset register, 
and shall promptly advise the Chief Financial Officer in writing of any material change 
which may occur in respect of such information. 

An asset shall be recorded in the assets register as soon as it is acquired. If the asset 
is constructed over a period of time, it shall be recorded as work-in-progress until it is 
available for use, where after it shall be appropriately capitalised as a fixed asset. 

An asset shall remain in the asset register for as long as it is in physical existence. The 
fact that an asset has been fully depreciated shall not in itself be a reason for deleting 
it from the register. 


Internal Controls over the Asset Register 


• Controls relating to the asset register should be sufficient to provide Managers with an 
accurate, reliable and up-to-date account of assets under their control, in line with the 
standards specified by the Chief Financial Officer and as required by relevant statutes. 

• These controls will include (a) details of the physical management (b) the recording of 
all acquisitions, assignments, transfers, losses and disposals of assets (c) regular 
stock-takes and (d) systems audits to confirm the accuracy of the records. 

• Identification of assets: 

The Chief Financial Officer will establish a system to ensure that each moveable asset bears a 
unique identification number/ barcode which shall be recorded in the asset register. 

Every manager shall ensure that the asset identification system approved for use by the 
municipality is scrupulously applied to all assets controlled or used by the department in 
question. 

All Manaqers under whose control anv asset falls shall promptlv provide the Chief Financiah 

Officer in writinq with anv information required to compile the asset reqister and shall promptlv 

advise the Chief Financial Officer in writinq of anv material chanqe which mav occur in resoect 

of such information. 

An asset shall be recorded in the assets reqister as soon as it is acquired. If the asset is 

constructed over a period of time, it shall be recorded as work-in-proqress until it is available 

for use, where after it shall be appropriatelv capitalised as a fixed asset. The fact that an asset 

has been fullv depreciated shall not in itself be a reason for deletinq it from the reqister. 
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Controls relatinq to the asset reqister should be sufficient to provide Manaqers with an accurate, 

reliable and up-to-date account of assets under their control, in line with the standards specified 

bv the Chief Financial Officer and as required bv relevant leqislative and other requirements. 

These controls must include: 

• _Details of the phvsical manaqement; 

• _The recordinq of all acquisitions, assiqnments, transfers, losses and disposals of 

assets; 

• _Reqular stock-takes; and 

• _Svstems audits to confirm the accuracv of the records. 

7.2 Physical Controls and Management 

7.2.1 Responsibilities of the Asset Controller 

• The Asset Controller will undertake an annual stock take of assets as part of the annual 
reporting process. 


7.2.2 The date of acquisition 

• The date of acquisition of assets is deemed to be the time when legal title and control 
passes to the municipality. 

• This may vary for different categories of assets but will usually be the point of time 
when an asset is brought into use or when final payment for that item is approved. 


7.3 Transfers between Managers 

7.3.1 Permanent transfers to another Manager 


A Manager may transfer an asset under his control provided that another Senior 
Manager agrees in writing to accept responsibility for that asset. Copies of such 
approvals must be submitted to the Finance Directorate. 

The Finance Directorate must appropriately amend the Asset register by recording all 
approved transfers. 

The Manager to whom the asset is transferred must assume accountability for the 
transferred asset from a date specified in the written communication referred to above. 
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A Manager must ensure that assets are appropriately safeguarded for loss, damage or 
misuse wherever they are located. Safeguarding includes ensuring reasonable 
physical restrictions. 


7.3.2 Relocation or Reassignment of Assets 


A Manager must advise the Chief Financial Officer, in writing, whenever an asset is 
relocated or reassigned from the location (or base) or cost centre as recorded in the 
Asset Register. 

In the case of assets such as vehicles being utilized in the normal course of operations 
away from its base such reporting is not necessary. 


7.4 Verification of Assets 

• Every manager shall at least annually undertake a complete physical verification of all 
assets under his control. 

• The results of such verification shall be reported to the Chief Financial Officer in the 
format as required by the Chief Financial Officer. 


The annual verification should be conducted as close to 30 th June as possible with the 
verification report reaching the Chief Financial Officer by not later than 30 th June. 


7.5 Insurance of assets 

• The Chief Financial Officer shall ensure that all movable assets are insured against 
loss: 

(a) Movable assets should at least be covered against fire and theft and 

(b) Municipal buildings and infrastructure assets identified by individual managers 
should at least be covered against fire and allied perils. 

• The Chief Financial Officer shall recommend to the Council of the municipality, the 
insured value to be applied to each type of asset: either the carrying value or the 
replacement value of the asset concerned. Such recommendation shall take due 
cognizance of the budgetary resources of the municipality. 


8. MANAGEMENT AND OPERATION OF ASSETS 


8.1 Accountability to manage assets 
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• Each Manager is accountable to ensure that municipal resources assigned to him are 
utilized effectively, efficiently, economically and transparently. 

This will entail; 

Q Developing appropriate asset management systems, providing, inter alia, for 

(a) Recording of usage of the asset such as logbooks, 

(b) Recording of preventative and maintenance programmes 

(c) Annual assessment of usefulness, condition of asset and remaining 
useful life, 

(d) Planning for replacement of asset. 

• Managers need to manage assets under their control to provide the required level of 
service or economic benefit at the lowest possible long-term cost. 

8.2 Strategic asset management plan. 

The Manager will need to develop such a plan that covers: 

• Alignment with the Integrated Development Plan 

• Operational guidelines, 

• Performance monitoring including benchmarking indicators and measurement, 

• Maintenance programmes, 

• Renewal, refurbishment and replacements plans, 

• Disposal and Rehabilitation plans, 

• Operational, financial and capital support requirements, and 

• Risk mitigation plans including insurance strategies 

The operational budgets are the short to medium term plan for implementing strategic asset 
management plans. 

8.3 Reporting on Impeding Issues 

• Each Manager shall report to the Municipal Manager on issues that will significantly 
impede the assets capacity to provide the required level of service or economic benefit. 

9 CLASSIFICATION, AGGREGATIONS & COMPONENTS 
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9.1 Classification of assets 

■ Any asset recognized as an asset under this policy will be classified according to 
nationally recognized categories. 

■ These categories have been specified by the Accounting Standards Board. 

■ All assets should be classified under the following headings in the Asset Register: 

Property, plant and equipment 

■ land and buildings, including community asset land and buildings (not held as 
investment assets) 

■ infrastructure assets (assets which are part of a network of similar assets) 

■ community assets (resources contributing to the general well-being of the community 

■ other assets (ordinary operational resources) 

Investment property 

■ investment assets (resources held for capital or operational gain) 

The Chief Financial Officer in consultation with the relevant Manager may agree to subdivide 
these classifications further. This decision will be noted as an amendment to the classification 
schedule of the municipality and must be endorsed, in writing, by the Municipal Manager, the 
Chief Financial Officer and the relevant Manager. 

Intangible assets 

■ Assets without physical substance 

Heritage assets 

Culturally significant asset resources 

. Aqricultural assets 

▲ 

Capital finance lease assets 

A 

9.2 Optional Treatment for Major Components 
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• A Manager must, with agreement of the Chief Financial Officer, treat major components 
of an item of property plant or equipment as a separate asset for the purposes of this 
policy. 

• These major components may be defined by its physical parameters (e.g. a reservoir 
or roof) or its financial parameters. 

• In agreeing to these treatments the Manager must be satisfied that these components: 
Q Have significantly a different useful life or usage pattern to the 

Main asset, 

q Align with the asset management plans, 
q Justify the costs of separate identification, 

q Have probable future economic benefits or potential service delivery 
associated with the asset which will flow to the municipality, 

q Is such that the cost of the asset to the municipality can be measured reliably, 

q Is such that the municipality has control over the asset, and 

q Is such that the asset is expected to be used during more than one financial 

year. 

• All such decisions and agreements will be confirmed before the beginning of the 
financial year and submitted for approval with the budget. Any amendments will only 
be permitted as part of a budget review (i.e. once or twice during the year). 

• Once a major component is recognized as a separate asset, it may be acquired, 
depreciated and disposed of as if it was a separate asset. 

10 ACCOUNTING FOR ASSETS 

10.1 Recognition of assets. 

• An item of property, plant or equipment will be recognized as an asset when: 

Q It is probable that future economic benefits or potential service delivery 
associated with the asset will flow to the municipality, 

q The cost of the asset to the municipality can be measured reliably, 

q The municipality has control over the asset, and 

q The asset is expected to be used during more than one financial year. 
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10.2 Initial measurement 


An item of property, plant or equipment that qualifies for recognition as an asset should 
be initially measured at its “cost of acquisition”. 

The “cost of acquisition” usually include the following: 

Q Purchase costs (less any discounts given) 

- Delivery costs 

q Installation costs 

q Professional fees for architects and engineers 
q Import duties 

q Non-refundable taxes 

q Site development costs 

q Contractor fees 

q Fees for legal, financial, advisory, trustee, credit rating, other services and 

other costs directly connected to the financing 


10.3 Donations or exchanges 

• Where an item of property plant or equipment is acquired at no cost, or for a nominal 
cost, it will be initially measured at its fair value as at the date of acquisition and included 
in the asset register. 
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10.4 Subsequent Measurement 


The responsible Manaqer must provide the followinq details in respect of such assets: * 

• Description; *- 

• Date of acquisition; 

• Fair value at date of acquisition; 

• Location details; 

• Condition; and 

• Expected initial useful life. 

The Manaqer must also ensure that the asset is included in the capital budqet of the 

municipalitv 


Measurement after recoqnition shall be on the followinq basis: 
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PPE: cost model; 


Heritaqe assets: cost model; 

Investment propertv: cost model; 

Intanqible assets: cost model; and 
Aqricultural assets: fair value less cost to sell. 


Carrying amount of assets 

Subsequent to initial recognition as an asset, an item of property, plant or equipment 
should be carried at its cost of acquisition less any accumulated depreciation and 

wr i t e downs. 

Th e only e xc e pt i ons to th i s ru le sha ll b e r e va l u e d ass e ts (Land and Bu i ld i ngs and 


I nv e stm e nt Ass e ts) as w ell as h e r i tag e ass e ts i 

i n th e ass e t r e g i st e r (s ee part 11.19 b el ow) 


Depreciation 

All assets, except land, assets under construction and heritage assets, shall be 
depreciated - or in the case of intangible assets, amortised. 

The depreciable amount of an item of property, plant or equipment should be allocated 
on a systematic basis over its useful life. 

The depreciable amount of an asset is determined after deducting the residual value 
of the asset. In practice, the residual value of an asset is often insignificant and, 
therefore, is immaterial in the calculation of the depreciable amount. 

When the benchmark treatment is adopted and the residual value is likely to be 
significant, the residual value is estimated at the date of acquisition. The estimate is 
based on the residual value prevailing at the date of the estimate for similar property 
assets that have reached the end of their useful lives and have operated under 
conditions similar to those under which the property asset will be used. 

The depreciation charge for each period will be recognized as an expense against the 
budget of the relevant Manager. 

The depreciation method used shall reflect the pattern in which the assets’ future 
economic benefits or service potential are expected to erode the value of the asset. 

A variety of depreciation methods can be used to allocate the depreciable amount of 
an asset on a systematic basis over its useful life. These methods include 


(a) 


The straight-line method, 
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4£t£10.7 


(b) The diminishing balance method and 

(c) The units of production method. 

Straight-line depreciation results in a constant charge over the useful life if the asset’s 
residual value does not change. 

The diminishing balance method results in a decreasing charge over the useful life. 

The units of production method results in a charge based on the expected use or 
output. 

The method of depreciation is applied consistently from period to period unless there 
is a change in the expected pattern of consumption of those future economic benefits 
or service potential. 

The preferred depreciation method will be the straight-line method unless otherwise 
agreed to in writing by the Chief Financial Officer. 

Depreciation shall initially be calculated from the day the asset is available for use. 

Each manager, acting in consultation with the Chief Financial Officer, shall ensure that 
reasonable budgetary provision is made annually for the depreciation of all applicable 
assets controlled or used by the department in question or expected to be so controlled 
or used during the ensuing financial year. 

The procedures to be followed in accounting and budgeting for the amortisation of 
intangible assets shall be identical to those applying to the depreciation of other assets. 


Initial determination of useful life 

Each Manager needs to determine the useful life of a particular item or class of asset 
through the development of a strategic asset management plan. The determination of 
useful life should be developed as part of any pre-acquisition planning that would 
consider, inter alia, the following factors: 

Q The program that will optimize the expected long term costs of owning that 
asset, 

Q Economic obsolescence because it is too expensive to maintain, 

Q Functional obsolescence because it no longer meets the municipality’s needs, 

Q Technological obsolescence, 

Q Social obsolescence due to changing demographics, and 
Q Legal obsolescence due to statutory constraints 
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A schedule of useful lives is included as an annexure. These should be used as a 
guide only because asset lives experienced may greatly vary from those recommended 
lives. 

Spares purchased specifically for a particular asset or class of assets at the time of the 
initial acquisition and which would become redundant if that asset or class was retired 
or use of that asset or class was discontinued, must be considered to form part of the 
historical cost of that asset or class. The depreciable amount of such spares must be 
allocated over the useful life of the asset or class. 


TQt 7 10.8 Review of useful life and residual value 


Only the Chief Financial Officer in consultation with the responsible manager may 
amend the useful operating life or the residual value assigned to any asset. 

The Chief Financial Officer shall amend the useful operating life or the residual value 
assigned to any asset if it becomes known that such asset has been materially impaired 
or improperly maintained to such an extent that its useful operating life will not be 
attained, or any other event has occurred which materially affects the pattern in which 
the asset’s economic benefits or service potential will be consumed. 

If the value of an asset item of PPE has been diminished to such an extent that it has 
no or a negligible further useful operating life or value such fixed asset shall be written 
off from the date in which such diminution in value occurs. 


Similarly, if an asset has been lost, stolen or damaged beyond repair, it shall be written 
off the asset register. 
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TQrQ lO.9 Review of depreciation method. 

• The depreciation method applicable to a class of asset must be reviewed annually, and 
if there has been a significant change in the expected pattern of economic benefits or 
potential service delivery from those assets, the method must be changed to reflect the 
changed pattern. 


When such a change in depreciation method is necessary the change must be reflected 
as a change in the accounting estimate and the depreciation charge for the current and 
future periods should be adjusted. 


TQtQ IO.IO Subsequent expenditure on assets 

• Subsequent expenditure relating to an item of property, plant or equipment that has 
already been capitalised must be added to the carrying amount of the asset when such 
expenditure will increase the useful life of the asset or increase the efficiency of the 
asset or reduce the cost of operating the asset and resulting in financial or service 
delivery benefits. 

• All other expenditure must be recognized as an expense in the period in which it 
occurred. 

• Before allowing the capitalization of subsequent expenditure, the Chief Financial 
Officer must be satisfied that this expenditure will significantly: 

Q Increase the life of that asset beyond that stated in the asset register, or 

Q Increase the quality of service provided by that asset beyond the existing level 

of service, or 

Q Increase the quantity of services that asset can provide, or 
Q Reduce the future assessed costs of maintaining that asset. 
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Expenditure that is proposed to be capitalized must also conform to recognition criteria 
for assets and should also be appropriately included in the approved capital budget. 


10.10 10.11 Impairment losses 


The accounting treatment relating to impairment losses is outlined as follows: 

• The carrying amount of an item or a group of identical items of property, plant and 
equipment should be reviewed periodically in order to assess whether or not the 
recoverable amount has declined below the carrying amount. 

• When such a decline has occurred, the carrying amount should be reduced to the 
recoverable amount. The amount of the reduction should be recognised as an expense 
immediately, unless it reverses a previous revaluation in which case it should be 
charged to a non-distributable reserve. 

• The recoverable amount of individual assets, or groups of identical assets, is 
determined separately and the carrying amount reduced to recoverable amount on an 
individual asset, or group of identical assets, basis. However, there may be 
circumstances when it may not be possible to assess the recoverable amount of an 
asset on this basis, for example when all of the plant and equipment in a sewerage 
purification works is used for the same purpose. In such circumstances, the carrying 
amount of each of the related assets is reduced in proportion to the overall decline in 
recoverable amount of the smallest grouping of assets for which it is possible to make 
an assessment of recoverable amount. 

• The following may be indicators that an asset is impaired: 

Q The asset has been damaged. 

Q The asset has become technologically obsolete. 

Q The asset remains idle for a considerable period either prior to it being put into 

use or during its useful life. 

Q Land is purchased at market value and is to be utilized for subsidized housing 
developments, where the subsidy is less than the purchase price. 

• The following steps will have to be performed regularly during the year to account for 
impairment losses: 

Q Departments will identify and inform CFO - Asset Control of assets that: 

» Are in a state of damage at year end. 

» Are technologically obsolete at year end. . 

» Have remained idle for a considerable period either prior to them being 
put into use at year end or during their useful life. 

» Are subject to impairment losses because the subsidies to be received 
in exchange for assets are less than the carrying amounts. An 
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example of this is land that is purchased at market value and is to be 
utilized for subsidized housing developments. 

The recoverable amounts of these assets need to be determined by calculating the net 
selling price per asset as defined above. 

The impairment loss per asset is the difference between the net selling price and the 
carrying value of the asset. 


10.11 10.12 Subsequent increase in recoverable amount 

• A subsequent increase in the recoverable amount of an asset, previously impaired due 
to a decline in the carrying amount, should be written back when the circumstances 
and events that led to the write-down or write-off cease to exist and there is persuasive 
evidence that the new circumstances and events will persist for the foreseeable future. 

• The amount written back should be reduced by the amount that would have been 
recognized as depreciation had the write-down or write-off not occurred. 


10.12 10.13 Accounting treatment on Disposal 

• An asset should be eliminated from the financial records on disposal or when the asset 
is permanently withdrawn from use and no future economic benefits or potential service 
delivery is expected from its existence. 

• Gains or losses arising from the retirement or disposal of an asset should be 
determined as the difference between the actual or estimated net disposal proceeds 
and the carrying amount of the asset, and should be recognized as revenue or expense 
in the financial records. 

• Gains realized on the alienation of assets shall only be appropriated annually to the 
municipality’s Capital Replacement Reserve in terms of an approved budget (except in 
the cases below), and all losses on the alienation of assets shall remain as expenses 
on the statement of financial performance of the department or vote concerned. If, 
however, both gains and losses arise in any one financial year in respect of the 
alienation of the assets of any department or vote, only the net gain (if any) on the 
alienation of such assets shall be appropriated. 


10.13 10.1^ Reinstatement, maintenance and other expenses 

Only expenses incurred in the enhancement of a fixed asset (in the form of improved or 
increased services or benefits flowing from the use of such asset) or in the material extension 
of the useful operating life of a fixed asset shall be capitalised. 
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Expenses incurred in the maintenance or reinstatement of a fixed asset shall be considered as 
operating expenses incurred in ensuring that the useful operating life of the asset concerned is 
attained, and shall not be capitalised, irrespective of the quantum of the expenses concerned. 

Expenses which are reasonably ancillary to the bringing into operation of a fixed asset may be 
capitalised. Such expenses may include but need not be limited to import duties, forward cover 
costs, transportation, installation, and assembly and communication costs. 

The following matrix will assist in distinguishing capital expenditure from maintenance 
expenditure:- 


CAPITAL EXPENDITURE 

MAINTENANCE 



• y\cquiring a new asset 

• Restoring an asset so that it can continue 
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• A Replacing an existing asset 

• Maintaining an asset so that it can be 
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used for the period for which it was 
initially intended 



• JEnhancing an existing asset so that its 
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• A Further developing an existing assets so 
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10.1 / 110.15 Assets held under leases 



Finance leases are leases, which in effect transfer all risks and rewards associated with the 
ownership of an asset from the lessor to the lessee. Assets held under finance leases are 
capitalized by the municipality and reflected as such in the Asset Register. It will be capitalized 
at its leased value at commencement of the lease, which will be the price stated in the lease 
agreement, or a price calculated after taking into account reasonable interest on the payments 
over the period of the lease. The asset is then depreciated over its expected useful life. 

Operating leases are those leases which do not fall within the scope of the above definition. 
Operating lease rentals are expensed as they become due. 

Assets held under operating leases are not accounted for in the asset register. 


10.15 10.16 Investment property 
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Investment assets shall be accounted for in terms of GRAP 16 and shall not be classified 
as property, plant and equipment for purposes of preparing the municipality’s financial 
statements. 

Investment assets comprise land or buildings (or parts of buildings) or both held by the 
municipality, as owner or as lessee under a finance lease, to earn rental revenues or for 
capital appreciation or both. 


Investment assets shall be recorded in a separate section of the assets register in the 
same manner as other assets. 


Subsequent to initial recoqnition, items of investment propertv are measured at cost less * 

accumulated depreciation and anv accumulated impairment losses. Land is not 

depreciated as it is deemed to have an indefinite useful life. 

I nv e stm e nt ass e ts sha ll not b e d e pr e ciat e d, but sha ll b e va l u e d annua ll y at f i nanc i al 

stat e m e nts dat e to d e t e rm i n e th ei r fa i r mark e t va l u e . I nv e stm e nt ass e ts sha l l b e r e cord e d 

i n th e f i nanc i a l stat e m e nts at such fa i r va l u e . Adjustm e nts to th e pr e vious y e ar’s r e cord e d 

fa i r va l u e shal l b e account e d for as e ith e r ga i ns (r e v e nu e s) or l oss e s ( e xp e ns e s) i n th e 

account i ng r e cords. 


An e xp e rt va l u e r sha ll b e e ngag e d by th e mun i cipa li ty to und e rta 

un le ss such e xp e rt i s e i s ava il ab le in - hous e . 


10.16 10.17 Assets treated as inventory 

• Any land or buildings owned or acquired by the municipality with the intention of 
reselling such property in the ordinary course of business, or any land or buildings 
owned or acquired by the municipality with the intention of developing such property 
for the purpose of reselling it in the ordinary course of business, shall be accounted for 
as inventory, and not included in either property, plant and equipment or investment 
property in the municipality’s financial statements. 

• Such inventories shall, however, be recorded in a separate section of the assets 
register in the same manner as assets. 


10.17 10.18 Recognition of heritage assets in the asset register 

• Heritage assets shall be accounted for in terms of GRAP 103 and shall not 

be classified as property, plant and equipment for purposes of preparing the 
municipality’s financial statements. 

• Heritage assets shall be recorded in a separate section of the assets register in 

the same manner as other assets. 
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• Heritage assets shall not be depreciated, but shall be valued annually at financial 
statements date to determine their fair market value. Heritage assets shall be recorded 
in the financial statements at such fair value. 

• An expert valuer shall be engaged by the municipality to undertake such valuations 
unless such expertise is available in-house. 

• If no original costs or fair values are available in the case of one or more or all heritage 
assets, the Chief Financial Officer may, if it is believed that the determination of a fair value 
for the assets in question will be a laborious or expensive undertaking, record such asset 
or assets in the asset register without an indication of the costs or fair value concerned. 

• For financial statements purposes, the existence of such heritage assets shall be 
disclosed by means of an appropriate note. 


10.18 10.19 Other write-offs of assets 

• An asset item, even though fully depreciated, shall be written off only on the 
recommendation of the manager controlling or using the asset concerned, provided it 
has been submitted to the Chief Financial Officer for approval. 


Every manager shall report to the Chief Financial Officer on 31 October and 30 April of 
each financial year on any asset which such manager wishes to have written off, stating 
in full the reason for such recommendation. The Chief Financial Officer shall 
consolidate all such reports, and shall submit a recommendation to the Municipal 
Manager of the municipality on the assets to be written off. 

The only reasons for writing off assets, other than the alienation of such assets, shall 
be the loss, theft, and destruction or material impairment of the item/s in question. 

In every instance where a not fully depreciated asset is written off, the Chief Financial 
Officer shall immediately debit to such department or vote the full carrying value of the 
asset concerned. 


4TM-& 10.20 Aqricultural assets 

• Accounting for such assets shall take place in accordance with the requirements of 
GRAP 101. 

• The Chief Financial Officer, in consultation with the head(s) of department concerned, 
shall ensure that all such assets, such as livestock and crops, are valued at 30 June 
each year at fair value less estimated cost of disposal. 

• Such valuation shall be undertaken by a valuer specialising in the valuation of the type 
of agricultural assets concerned. 
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Any losses on such valuation shall be debited to the department or vote concerned as 
an operating expense, and any increase in the valuation shall be credited to the 
department or vote concerned as operating revenue. 

If any such asset is lost, stolen or destroyed, the matter - if material - shall be reported 
in writing by the manager concerned in exactly the same manner as though the asset 
were an ordinary asset. 

Records reflecting the details of agricultural assets shall be kept in a separate section 
of the asset register or in a separate accounting record and such details shall reflect 
the information which the Chief Financial Officer, in consultation with the manager 
concerned, deems necessary for accounting and control purposes. 

The Chief Financial Officer shall annually insure the municipality’s agricultural assets, 
in consultation with the manager concerned. 


11. MAINTENANCE OF ASSETS 


11.1 Maintenance plans 

• Every manager shall ensure that a maintenance plan in respect of infrastructure assets 
with a value of R100 000 or more is prepared as part of the annual budget preparation 
process. 

• The relevant manager shall request sufficient appropriations in the operating budget to 
achieve the applicable maintenance plans. 

• The manager controlling or using the infrastructure asset in question, shall 
annually report to Council, not later than 31 May, of the extent to which the 
relevant maintenance plan has been complied with, and of the likely effect 
which any non-compliance may have on the useful operating life of the asset 
concerned. 


11.2 General maintenance of Assets 


Every manager shall be directly responsible for ensuring that all assets are properly 
maintained and in a manner which will ensure that such assets attain their maximum 
useful operating lives 
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12. TRANSFERS OF MUNICIPAL ASSETS 

This section is to give effect to the Municipal Asset Transfer Regulations, subject to 
sections 14 & 90 of the Municipal Finance Management Act (MFMA) and any other 
applicable legislation. 

Subject to the provisions of the Municipal Asset Transfer Regulations: 

12.1 moveable assets may be sold either by way of written price quotations, 
a competitive bidding process, auction or at market related process, whichever 
is the most advantageous to the municipality; 

12.2 immovable properties may: 

• Be sold at market related prices except when the public interest or the 
plight of the poor demands otherwise; 

• Let only at market related rates except when the public interest or the 
plight of the poor demands otherwise and provided that all charges, rates, 
tariffs, fees or charges relating to the letting of immovable property are 
annually reviewed. 

12.3 Non-exempted capital assets shall be transferred or permanently 
disposed of strictly in accordance with Chapter 2 of the Municipal 
Asset Transfer Regulations. 

12.4 Exempted capital assets shall be transferred strictly in accordance 
with Chapter 3 of the Municipal Asset Transfer Regulations. 

12.5 The granting of rights (where section 14 & 90 of the MFMA do not 
apply) by the municipality, shall be executed strictly in accordance 

with Chapter 4 of the Municipal Asset Transfer Regulations. 


FINANCIAL DISCLOSURE 


The financial statements must disclose, in respect of each class of asset classified 
under the categories of infrastructure, community, heritage, investment properties, 
inventory, biological and other assets the compulsory disclosures as required by the 
relevant standards of GRAP 
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INDICATIVE USEFUL LIFE OF ASSETS 


Formatted: Font: (Default) Arial, 10 pt 


Asset Class 

Asset Sub-grouping 

Useful Life (Yrs) 

Land 

None 

Infinite 

Buildings 

None 

100 

Infrastructure 

Sewerage 

10-100 

Electricity 

15-100 

Water 

12-182 

Roads 

12-102 

Security Measures 

5-50 

Community Assets 

None 

5-100 

Leased Asset 

None 

3-6 

Heritage 

None 

Indefinite 

Other Assets 

Bins and Containers 

15 

Other 

3-100 

Office Equipment 

2-35 

Vehicles and Specialised Vehicles 

7-50 


I Formatted: Font: (Default) Arial, 10 pt 


APPROVAL 


JJpdated and approved in terms of Cou ncil resolution 


dated 


Formatted: Font: 10 pt 


_that states, “That the Accounting Officer be delegated to adjust the 

Accounting- and Asset Management Policies in accordance with the requirements of GRAP standards 
whenever necessary, and that such changes be incorporated into the next report of reviewed budget 
related policies.” 


Formatted: Font: (Default) Arial, 10 pt 


^pproved: 


Date: 


II 


I Formatted: Font: 10 pt 


Municipal Manager (Accounting Officer) 


Policv Title: Asset Manaqement Policv Ass e t Managem e nt Po l icv (Eff e ctiv e dat e : OlJu l v 20187) - 


Pag e 'l 


matted: Border: Top: (Thin-thick small gap, Accent 2, 3 
.ine width) 
























































KNYSNfi 

iViumicipallty 
Munisipaliteit 
u.M d.sip a.La 


Knysna Municipality: 

Development Contributions Policy 

J37073 



Revision 1 
Februory 2018 


People • Expertise • Excellence 

















Knysna Municipality: 

Development Contributions Policy 

CONTENTS 


Chapter Description Page 

1 Definitions 4 

2 Introduction 5 

3 Objectives of the Policy 6 

4 Principles and Applicability 7 

4.1 Principles 7 

4.2 General Policy 8 

4.3 Application and Development Types 10 

4.4 Thresholds and Exemptions 10 

5 Legislative Framework 12 

5.1 Local Government: Municipal Systems Act 12 

5.2 Spatial Planning and Land Use Management Act 2013 (SPLUMA) 12 

5.3 Constitution ofthe Republic ofSouth Africa, Act 108 of 1996 12 

5.4 Local Government: Municipal Systems Act, 32 of 2000 13 

5.5 Local Government Municipal Finance Management Act, 56 of 2003 13 

5.6 Town Planning and Townships Ordinance, 15 of 1986 14 

5.7 Development Facilitation Act, 67 of 1995 16 

6 Calculation of Contributions 18 

6.1 Principles 18 

6.2 Calculations 19 

7 Administrative Processes 21 


7.1 Application Procedure 


21 





7.2 Payment of DC 

7.3 Infrastructure in lieu of DC 


Monitoring, Evaluation, Review and Update 



Definitions 

The following definitions apply to this policy document: 


• Infrastructure: All municipal services and networks. 

• Municipal Service: An infrastructure service that a municipality provides or may provide 
to or for the benefit of its local community. 

• External Infrastructure (Also called Bulk Service): Infrastructure found outside of the 
private property or development boundary and possibly within the road reserve and 
servitudes. 

• Internal Infrastructure: Infrastructure found inside of private property or development 
boundaries. 

• Bulk Service Contributions (BSC): Also referred to as Development Contributions, the 
contribution levied upon the developer in terms of this policy. These are levied in 
respect of either external and upgraded infrastructure and/or the use of existing surplus 
infrastructure capacity in the system by the development. 

• Water Supply: Refers to reservoirs and pipelines from reservoirs, other conduits for 
water supply and water purification infrastructure. 

• Sewage Disposal: Refers to wastewater treatment works, drainage conduits and pump 
stations. 

• Roads: All public roadways and road reserves. 

• Stormwater: Stormwater drainage conduits as well as bulk stormwater attenuation 
infrastructure. 



2 Introduction 


The Knysna Local Municipality (KLM) has an imperative to deliver infrastructure to serve the 
needs of its community. These cater to both private developments as well as social services 
such as schools, hospitals, emergency services etc. Services to be provided include water, 
sewer, stormwater, roads, solid waste and electricity. One of the funding sources for these is 
the Development Contributions (DC) mechanism. 

Without the DC system, the KLM will face under-recovery of costs and a lack of sustainability 
in the model for providing services. This will lead to a breakdown of the financial system, 
lessened investor confidence, and ultimately poor service delivery to residents. 

This policy describes the DC system, its intention, and its implementation pathway. 



3 Objectives of the Policy 

The objective of the Development Contributions Policy is to determine the framework within 
which Development Contributions may be levied. 

The need for Development Contributions is several. The main objectives are as follows: 

• Ensure that property developers pay an equitable share of the cost to provide existing or 
new bulk infrastructure for their planned development. 

• Create surplus capital to fund bulk service expansion where deemed necessary within 
the municipality. 

• Create income to ensure the continued provision of high quality infrastructure services 
conforming to legislative requirements. 

The successful implementation of the DC will create help create sustainability within KLM 
and act as an additional source of funding which is directed at infrastructure provision. This 
funding will be equitable and efficient. 

This policy details the principles and applicability of the DC ; the legislative underpinning, 
calculation methods and administrative implementation. The following engineering services 
are covered; water, sewer, roads and stormwater. 



4 Principles and Applicability 

The policy principles set out hereunder intends to guide the municipality in the 
implementation of said Development Contributions. These policies are reflected in the Draft 
National Framework for Municipal Development Charges. 

4.1 Principles 

4.1.1 Equity and Fairness 

Development Charges should be reasonable, balanced and practical. In recognition of this 
principle: 

a) The Municipality should, as far as possible, recover from the developer the full and actual 
costs of the essential municipal services infrastructure that results from particular types of 
land development; 

b) The Development Charge associated with new land development - 

i) Can be related - 

aa) to pre-installed municipal services infrastructure resulting from historical municipal 
investments in excess (spare) capacity; and 

bb) to the provision of new infrastructure to meet additional capacity requirements; 
and 

ii) Cannot be used to compensate for inherited backlogs. 

c) Funds recovered through Development Charges should be ring-fenced according to the 
purpose for which they were raised. 

4.1.2 Predictability 

a) Development Charges should be a predictable, legally certain and reliable source of 
revenue to the Municipality for providing the necessary infrastructure. These revenues 
should provide or upgrade the associated municipal service infrastructure, and should be 
clearly and transparently accounted for. 

b) In order to promote predictability and coordination the costs associated with municipal 
infrastructure must be established before any capital grants from national or provincial 
government or any other funding sources are applied so that there is full transparency. 

4.1.3 Spatial and Economic Neutrality 

A primary role of the Development Charge is to ensure the timely, sustainable financing of 
the required municipal infrastructure to support land development in line with municipal 
planning, therefore Development Charges should: 



a) Be determined on identifiable and measurable costs in a way that avoids distortions in the 
economy and in patterns of spatial development; 

b) Not be used for the purpose of achieving spatial planning or economic development 
objectives; and 

c) Where appropriate, be raised on a sectoral or geographic scale to more accurately recover 
costs within a specific impact zone. 

4.1.4 Administrative Ease and Uniformity 

The determination, calculation and operation of Development Charges should be 
administratively simple and transparent. This will necessarily detract from the accuracy of 
individual charges but this is a necessary trade-off. Development Charges thus only estimate 
the actual costs for the provision of proportionate new municipal infrastructure capacity to 
support the land development 


4.2 General Policy 

The aim of this guideline is to institute a uniform basis for the calculation of Bulk and Link 
Service Contributions in the Municipality's area 

The calculation of a Bulk and Link Service Contributions is based on the principle that current 
inhabitants of a municipal area should not benefit from a new development at the cost of 
the developer or subsequent inhabitants, or that the developer should not benefit at the 
cost of the current inhabitants. Calculation of Bulk and Link Service Contributions is 
therefore based on specific applications and guidelines as set out in this report. 


(a) Bulk Services Contributions are payable in addition to any other service charges 

(b) All Bulk Services Contributions are adjusted annually for inflation and will be charged 
and be payable at the revised unit contribution which are applicable at the time of 

(i) transfer of the erf or property concerned or 

(ii) the approval of development/building plans in respect of such erf or property, 
whichever takes place earlier. 

(c) In the event that the number of normal residential dwellings on a stand or erf change, 
additional Bulk Services Contributions shall be payable in accordance with the then 
existing unit contributions when such changes take place or building plans are 
approved, whichever shall be the earlier. 

(d) In the eventthat: 

(i) The floor area of a non-residential development changes; 



(ii) The number of toilets of an existing normal residential dwelling increases; 

(iii) Approved building plans are changed, amended or altered; 

(iv) The existing or authorised use of any building changes; 

(v) A new building(s) is erected; 

The owner shall be liable for payment of additional Bulk Services Contributions in 
respect of such extensions, additions, alterations or changes, in accordance with this 
policy. Such additional Development Contributions shall become payable upon: 


(vi) Approval of the building plans in respect of such extensions or additions or 


(vii) The occurrence of such change or (iii) such change, addition or alteration comes to 
the notice of the municipality whichever is the earlier. 

(e) Should any Development Contributions have been paid upon approval of building plans 
or at any time before transfer of a property and any changes as contemplated in 6.4.5 
(c) subsequently occur, the provisions of 6.4.5 (c) shall apply mutatis mutandis in 
determining the additional Bulk Services Contributions payable. 

(f) Bulk Services Contributions shall be payable by the registered owner of the property 
concerned at the time when such contribution is due and payable, which shall be upon 
transfer of land or approval of building plans, whichever shall be earlier, unless any 
conditions of approval provide otherwise. No occupancy certificate shall be issued by 
Knysna Local Municipality unless the Development Contributions payable in terms of 
this policy have been paid in full. 

(g) The Development Contributions determined in terms of this policy shall be payable 
unless the payment of such amount is replaced by a condition imposed in terms of 
Section 42 of the Land Use Planning Ordinance, 1985 (Ordinance 15 of 1985) or any 
other legislation that may be applicable. 

(h) The Bulk Service Levy excludes the cost of any link services for a development or 
densification. The developer/ owner is responsible for the total cost of any link services 
forthe specific development. 

(i) If the developer is required to construct bulk infrastructure, the cost thereof can be off 
set against the Bulk Service Levy payable. 

(j) Developers may be requested to provide bridging finance if council's funding are 
insufficient. The developers be refunded via methods acceptable to the Head: Finance 
eg.: 

(i) Payment from the Bulk Infrastructure Fund (contributions from other developers) 



(ii) The developer can be credited with an equivalent erven Bulk Service Levy 
contribution for a future development. 

(k) The Bulk Infrastructure Fund be used for the upgrading of bulk services linked to the 
development and that the approval of ad hoc applications for bridging finance from this 
Fund be delegated to the Flead: Finance on recommendation of the Flead: Civil Services, 
subject to official budget adjustment. 


4.3 Application and Development Types 

Any development application triggers a calculation of a Development Contribution. The 
overarching principle is that the contribution should be calculated in all cases. The focus is 
on the impact on infrastructure, and the cost incurred by the municipality in addressing that 
impact, not on whether the developer can or should pay for the particular type of land use. 
Once the DC has been calculated, the appropriate source of funding is then determined. 

4.4 Thresholds and Exemptions 

ln any event, the principle applies that the DC liability be calculated regardless of the source 
of the funding, as proposed by National Treasury, should be maintained as good practice to 
transparently account for the infrastructure costs of any development. 

4.4.1 What services can be charged for? 


Component 

Definition 

Paid for by 

External 

engineering 

service 

Bulk 

External 

bulk 

Services external to the development site 
boundary serving multiple users at a 
municipality-wide scale as indicated in the 
relevant master plans 

Developers 
through DC - 

calculated by 
formula 

Internal 

bulk 

As above, but passing through the site 
boundary 

Link 

Services external to the development site 
poundary required to connect internal 
engineering services within the proposed 
development to existing or proposed bulk 
engineering services 

Developers 
through DC - 

paid directly 
through 
installation of 
the services 

Internal engineering service 

Services within the development site 
boundary to service that development and 
which will be transferred to the municipality 

Developer as part 
of development 
cost 


4.4.2 Exemptions 

The following development types will be excluded from the obligation to pay the DC: 

• Consolidations not accompanied by rezoning or additional rights. 

• Temporary departure applications. 












If the municipality does not wish to levy a Development Contribution on developments other 
than the above, then this must be approved by the Council. It is imperative the exemptions 
are minimised as this will affect the ability of KLM to provide infrastructure in accordance 
with its stated mandate and aims. 

If an exemption is made, the full DC, which would have been received, must be stated and 
recorded. The exemption must also state options for recovering the foregone revenue. The 
total annual value of exemptions must be stated in the budgetary reconciliation of KLM. 

No exemptions other than those approved by Council will be allowed under any 
circumstance. 



5 Legislative Framework 

The following documents and clauses contain relevant legislature referencing Development 
Contributions herein referred to as Development Contributions (DC). 

5.1 Local Government: Municipal Systems Act 

The Municipal Systems Act (MSA) empowers the municipality to impose contributions on 
developers in order to recover costs associated with bulk service provision. 

Section 75A states; a 'municipality may ... levy and recover fees, charges or tariffs in respect 
of any function or service of the municipality'. 

Section 76; allows a municipality to provide its services through 'an external mechanism', 
which is defined to include 'any ... institution, entity or person legally competent to operate 
a business activity'. Thus the municipality may enter into an agreement with a developer to 
require the developer to install infrastructure to provide or contribute towards providing a 
service in lieu of having to pay a DC. 

5.2 Spatial Planning and Land Use Management Act 2013 (SPLUMA) 

This act sets out to provide an overarching legislative umbrella under which provincial land 
use planning laws will continue to be used to regulate land use change and land 
development. 

a. Section 49 determines that: 

i. 'An applicant is responsible for the provision and installation of internal engineering 
services'; and 

ii. 'A municipality is responsible for the provision of external engineering services'. 

b. Section 10(1) empowers provinces to 'provide for matter contained in Schedule 1' in 
provincial legislation. The matters contained in Schedule 1 include the regulation of 
'engineering services and the imposition of development charges'. Each of these is discussed 
in more detail below. 

5.3 Constitution of the Republic of South Africa, Act 108 of 1996 

152(1): Ensure the provision of services to communities in a sustainable manner and to 
promote social and economic development 

152(2): A municipality must strive, within the financial and administrative capacity, to 
achieve social and economic development. 



5.4 Local Government: Municipal Systems Act, 32 of 2000 


4 and ll(3)(a): The rights and duties of municipal councils are, for example, to finance the 
affairs of the municipality by charging fees for services and imposing surcharges on fees, 
rates on property and, to the extent authorised by national legislation, other taxes, levies 
and duties 

74(1): A municipal council must adopt and implement a tariff policy on the levying of fees for 
municipal services provided by the municipality itself or by way of service delivery 
agreements 

74(2) a); Users of municipal services should be treated equitably in the application of tariffs; 
b) the amount individual users pay for services should generally be in proportion to their use 
of that service 

95: In relation to the charging of fees for municipal services, a municipality must within its 
financial and administrative capacity establish a sound customer management system, take 
reasonable steps to ensure that users of services are informed of the costs and the reasons 
for the payment of the service fees, provide accessible mechanisms for those persons to 
query or verify accounts as well as to complain and for the municipality to indicate the basis 
for calculating the amounts 


5.5 Local Government Municipal Finance Management Act, 56 of 2003 

16(1): Council must, for each financial year, approve an annual budget, including tariffs for 
the municipality before the start of that financial year 

18(l)(b); An annual budget may be funded from cash-backed accumulated funds from 
previous years' surpluses not committed for other purposes 

62: The accounting officer of a municipality is responsible for managing the financial 
administration of the municipality, and must for this purpose take all reasonable steps to 
ensure that the municipality has and implements - (i) a tariff policy referred to in section 74 
of the Municipal Systems Act 

63: The accounting officer is responsible for the management of the assets of the 
municipality and must take all reasonable steps to ensure that the municipality has and 
maintains an information system that accounts for the assets and liabilities, that the assets 
and liabilities are valued in accordance with standards of generally recognised accounting 
practice and that the municipality has and maintains an asset and liability register 

64: The accounting officer is responsible for the management of the revenue of the 
municipality and must take all reasonable steps to ensure that the municipality has effective 
revenue collection systems consistent with section 95 of the Municipal Systems Act and the 



municipality's credit control and debt collection policy, that all money received is promptly 
deposited into the municipality's primary and other bank accounts and that the municipality 
charges interest on arrears 


Town Planning and Townships Ordinance, 15 of 1986 

20(2): Consent Use Application: (c) the person to whom the consent is granted shall pay to 
the local authority an amount of money in respect of the provision of - (i) the engineering 
services contemplated in Chapter V where it will be necessary to enhance or improve such 
services as a result of the granting or the consent; 

20(3): Where a local authority imposes a condition in terms of subsection (2) (c) requiring 
the payment of an amount of money to it, it shall notify the person concerned in writing 
thereof, and such amount of money shall - (a) in the case of a condition imposed in terms of 
subparagraph (i) of that subsection, be determined - (i) by agreement; or (ii) in the absence 
of agreement, by the Services Appeal Board designated by the Director on the application by 
either such person or the local authority; (b) in the case of a condition imposed in terms of 
subparagraph (i) of that subsection, be determined by the local authority in the manner 
prescribed and the local authority shall state in the notice - (i) the amount determined; (ii) 
particulars of the manner in which the amount was determined; (iii) the purpose for which 
the money is required. Provided that in calculating the amount a contribution paid, payable 
or becoming payable in terms of section 48 or 63 shall be taken into account 

42(1): Where any person in conflict with a provision of a town-planning scheme in operation 
- (c) uses any land or building or causes it to be used, the local authority may direct such 

person in writing - (i) to discontinue such.use or cause it to be discontinued; (ii) at his 

own expense - (bb) to cause such.use to comply with the provisions of the scheme 

48 and 63 (1): Where an amendment scheme which is an approved scheme came into 

operation., the authorized local authority may, within a period of 30 days from the date 

of the commencement of the scheme, by registered letter direct the owner of land to which 
the scheme relates to pay a contribution to it in respect of the provision of - (a) the 
engineering services contemplated in Chapter V where it will be necessary to enhance or 
improve such services as a result of the commencement of the amendment scheme; (b) 
open spaces or parks where the commencement of the amendment scheme will bring about 
a higher residential density, and it shall state in that letter - (i) the amount of the 
contribution; (ii) particulars of the manner in which the amount of the contribution was 
determined; and (iii) the purpose for which the contribution is required 

92 (2): Where a local authority approves an application - (for subdivision of an erf in an 
approved township) - it may impose any condition it may deem expedient, including a 
condition that the owner shall pay to it an amount of money in respect of - (a) the 
engineering service contemplated in Chapter V, where it will be necessary to enhance or 
improve such services as a result of the proposed subdivision and such amount shall be 






determined - (i) by agreement; or (ii) in the absence of agreement by the Services Appeal 
Board designated by the Director on the application by either the owner or the local 
authority 

116: Provision of engineering services: (1) Every township established in terms of Chapter III 
or IV shall be provided with such engineering services as the Director may deem necessary 
for the proper development of the township; (2) Any person who is aggrieved by a decision 
of the Director in terms of subsection (1), may appeal in writing to the Administrator 

117: Classification of engineering services: Every engineering service to be provided for a 
township in terms of section 116 shall ; in the case where the township is established by an 
owner of land who is not a local authority, hereinafter referred to as the applicant - a) be 
classified by agreement between the applicant and the local authority to which application 
has been made for the establishment of the township, hereinafter referred to as the local 
authority concerned; (b) in the absence of agreement, be classified by the Services Appeal 
Board designated by the Director on the application either the applicant or the local 
authority concerned, as an internal or external engineering service in accordance with such 
guidelines as the Administrator may determine 

118: Responsibility for installation and provision of engineering services: (1) The - (a) 
applicant shall be responsible for the installation and provision of internal engineering 
services; (b) local authority concerned shall be responsible for the installation and provision 
of external engineering services. (2) Notwithstanding the provisions of subsection (1) - (a) 
the local authority concerned may, at the request of and at the expense of the applicant, 
install and provide any internal engineering service or cause such service to be installed and 
provided; (b) the applicant shall, at his expense, install and provide any external engineering 

service of which the local authority concerned is.supplier or cause such service to be 

installed or provided 

119: Engineering services to the satisfaction of local authority concerned :(1) The internal 
engineering services and any service contemplated in section 118 (2) (b) shall be provided to 
the satisfaction of the local authority concerned, for that purpose the applicant shall lodge 
with that local authority reports, diagrams and specifications as the local authority may 
require. (2) For the purposes of subsection (1), the local authority concerned shall have 
regard to such standards as the Administrator may determine for streets and storm water 
drainage, water, electricity and sewage disposal services. 

120: Duty of local authority concerned to contribute towards costs of internal engineering 
services: (1) The local authority concerned shall pay to the applicant as a contribution 
towards the costs incurred by the applicant to install and provide the internal engineering 
services or cause such service to be installed and provided - (a) an amount of money 
determined by agreement between the applicant and such local authority; (b) in the absence 
of agreement, an amount of money determined by the Services Appeal Board designated by 
the Director on the application by either the applicant or the local authority concerned, in 




accordance with such guidelines as the Administrator may determine. (2) The provision of 
subsection (1) shall not apply to an internal engineering service of which the local authority 
concerned is not the supplier 

121: Duty of applicant to contribute towards costs of external engineering services: The 
applicant shall pay to the local authority concerned as a contribution towards the costs 
incurred by such local authority to install and provide the external engineering services or 
cause such services to be installed and provided - (a) an amount of money determined by 
agreement between the applicant and such local authority; (b) in the absence of agreement, 
an amount of money determined by the Services Appeal Board designated by the Director 
on the application by either the applicant or local authority concerned, in accordance with 
such guidelines as the Administrator may determine 

122: Responsibility for engineering services for township established by local authority: 
Where a township is established by a local authority, that local authority shall be responsible 
for the installation and provision of all engineering services to be provided for the township 
in terms of section 116 

136: An authorised local authority may determine fees in accordance with the procedures 
required by prevailing legislation 

137 (1): Any fees shall be payable in advance 

Development Facilitation Act, 67 of 1995 

33 (2): In approving a land development application a tribunal may, either of its own accord 
or in response to that application, impose any condition of establishment relating to - (a) the 
provision of engineering services; (c) the provision of streets, parks and other open spaces; 

40: Engineering services: (1) Every land development area shall be provided with the 
engineering services agreed upon between the land development applicant and the local 
government body in a services agreement complying with the prescribed guidelines and 
approved by a tribunal. (2) Subject to any exemption authorised by a tribunal in relation to a 
particular service agreement - (a) the land development applicant shall provide the 
engineering services classified by regulation as internal services; and (b) the local 
government body concerned shall provide the services so classified as external or trunk 
services 

41: Vesting and reversion of ownership of public streets and places: (1) The ownership of all 
public streets and public places indicated as such on the general plan of a land development 
area shall without compensation vest in the local government body in whose local 
government area the land development area is situated at the time when transfer of land in 
ownership become registerable as contemplated in section 38(1). 



46 (f); the classification of engineering services into internal and external or trunk services 
and guidelines with which a services agreement shall comply; (g) the plans and specifications 
relating to engineering services to be lodged by a land development applicant with a local 
government body. 



6 Calculation of Contributions 

Bulk and Link engineering services are both considered External engineering services and will 
require a contribution from the developer. The contribution comprises of a pro rata share of 
the cost of the required bulk engineering service based on usage, and a direct cost for any 
link engineering services specific to the development 

The difference between Bulk Service Contributions and Link Service Contributions are; 

(1) A Bulk Service Contribution is a financial contribution payable to the Municipality for the 
provision or upgrading of the bulk infrastructure limits. It is intended to provide the 
necessary bulk services to property development. It does not necessarily imply that the 
Municipality has to upgrade or extend services with immediate effect. 

(2) A Link Service Contribution is also a financial contribution payable to the Municipality 
and is based on the estimated supply and installation cost of the immediate upgrading or 
extension of infrastructure necessitated by a specific property development for the purpose 
of facilitating the provision of services to such a development. Such infrastructure could 
include external bulk services as well as internal services. 


6.1 Principles 

Service Contributions payable on the different components of municipal services must be 
calculated on the basis of the following principles: 

Water: Cost of providing or upgrading the following infrastructure; 

a) Upgrade of water resources (increasing a dam's capacity; drilling of more boreholes, 
etc.) 

b) Watertreatment 

c) Pump Stations 

d) Pumpingmains 

e) Gravity mains & Reticulation 

f) Storage Reservoirs 

g) Any other such water service as determined by the Knysna Municipality 
Sewer: Cost of providing or upgrading the following infrastructure; 

a) Sewage treatment capacity 

b) Pump Stations 

c) Pumpingmains 

d) Gravity mains & Reticulation 

e) Storage Reservoirs 

f) Any other such sanitation service as determined by the Knysna Municipality 



Roads: Cost of providing the following infrastructure 


a) Upgrading of the structural capacity of existing roads 

b) Construction of new roads 

c) Increasing the capacity of existing roads 

d) Provision of signalling and signage 

e) Any other such transport related service as determined by the Knysna Municipality 
Stormwater: Cost of providing the following infrastructure 

a) Construction of attenuation ponds 

b) Construction of stormwater conveyance conduits 

c) Construction of stormwater outfall infrastructure 

d) Provision of signage 

e) Any other such stormwater service as determined by the Knysna Municipality 

The municipality's Water, Sewer, Stormwater and Roads Masterplans must form the basis 
of quantifying the total costs of providing these municipal services. 

The Knysna Municipality is however faced with the dilemma that no recent and relevant 
Masterplans for the roads and stormwater services are currently available. However, the 
roads department were finalising the Pavement Management System report, "The 
Management and Implementation of the Rural Road Asset Management System" - 
June2017, in consultation with Aganang Consuting Engineers. This report provided sufficient 
financial information to provide a customer accepted pavement serviceability level. 

a) Alternative A: Delay the implementation of the Development Contributions Policy until 
the Masterplans have been completed and the costs calculated. This will however mean 
that no Development Contributions can be collected and therefore by implication, no 
new developments can be approved. 

b) Alternative B: Use the 

In order to cover internal administration costs, it is recommended that an administration fee 
of 5% be levied on the calculated Bulk and Link Service Contributions 


Calculations 

Development Contribution calculations are based on a simple formula, multiplying a 
standard 'unit of impact' of a specific land use with a unit cost to produce an amount per 
service, which are summed together for each affected service. This can be expressed by the 
following formula: 



Where: 


N 


Development Charge = ^^(Wi x Mt) 


i=i 


W = unit capital cost per unit of impact for the municipal infrastructure service 
M = unit of impact for the municipal infrastructure service 
N = number of municipal infrastructure services being considered 


There are two critical factors to be determined for each service of a particular development: 
the unit of impact and the unit capital cost per unit of impact. Both are equally important 
and will be specific to a municipality. 



7 Administrative Processes 


The correct administrative steps must be followed to validate the DC process. Incorrect 
administrative process will in no way absolve the developer of their responsibilities under 
this policy; however it will invariably lead to the re-calculation and imposition of 
contributions. 


7.1 Application Procedure 

The following steps apply to the DC calculation and implementation: 

• Land development application submitted. 

• All relevant DC information must be submitted with the land development application. 

• Failure to submit relevant information will lead to a delay in the adjudication of the land 
development application. 

• DC calculated using the approved electronic tool and the resulting charges included with 
the land development approval document and conditions. 

• Applications for infrastructure to be provided by the developer in lieu of the DC are to be 
made at this stage. 

• Appeals to the DC must be submitted by the developer to the Municipal Manager and 
approved by the Chief Financial Officer before the acceptance of the application. 
Acceptance of the land development application is deemed to include acceptance of the 
DC. 


7.2 Payment of DC 

• The date that DC payment is required must be stated on the land development approval 
along with the amount and any conditions applicable. 

• This date is to be commensurate with building plan approval or subdivision approval. 

• Approvals may be withheld unless payment has been received. 

• Any land occupation or land use without the payment of DC will be rendered unlawful 
and KLM will exercise its legal rights to challenge such occupation or use. 

• The DC is to be paid by the developer in full by electronic funds transfer. 

• No instalments are permitted. 

• In large phased developments, application may be made to pay DC for each phase of the 
development separately. Each such application will be assessed on its merits. 

• KLM will allocate the payment to the relevant asset financing fund. 

• Where infrastructure is provided by the developer in lieu of the DC, the payment of the 
DC may be partially or entirely foregone. If partial payment is required, it will be 
required upfront. This must be stated in a Services Agreement between KLM and the 
developer. 




7.3 


Infrastructure in lieu of DC 


ln agreement with KLM, the developer may install bulk service in lieu of the DC. This must be 

stated in a Services Agreement between KLM and the developer. The developer may then 

deduct the value of the services installed from the DC liable. The following conditions apply: 

• The infrastructure to be installed must be that directed by KLM. 

• The costs of the bulk services installed must be agreed with KLM and must be calculated 

by a professional Consulting Engineer. 

• The design of the infrastructure is to be completed by the developer. 

• The infrastructure must be installed to the standard required and approved by KLM. 

• The infrastructure services are to pass as assets transferred to KLM at the conclusion of 

the contract. 

• The Services Agreement must be signed before services installation. 

• KLM will not approve issue final clearances on the main development before completion 
of the bulk services to be provided in lieu of the DC. 

• The developer must use an equitable process for appointing a contractor to install the 
bulk services. KLM reserve the right to observe the process and engage with the 
developer should they deem it necessary. 




8 Monitoring, Evaluation, Review and Update 

lt is important that feedback and experience are constantly integrated into the tool. KLM will 
provide a mechanism for the administrator of the electronic tool to provide feedback on its 
functioning. This feedback may include anomalies in calculation results or land use types. 
From this feedback, the guidelines, rates or development parameters may be updated ad 
hoc. 

Formal annual review is encouraged and will lead to an incremental improvement to the 
tool. This review will include a review of the Unit Cost rates. 

KLM will annually take account of the total bulk infrastructure grants received and the cost 
of the infrastructure provided. This will allow a determination of whether the DC levied are 
sufficient or excessive. This information is useful in the process of adjusting unit contribution 
rates. 
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PEFINITIONS ( Formatted: Font: 10 pt ) 

“child headed hous e ho l d” m e ans household” means , a household where both parents are deceased* ( Formatted: Line spacing: 1,5 lines 

and where all occupants of property are children of the deceased and are all under the legal age to ( Formatted: Font: 10 pt 

contract of service and are considered as minors in law by the state; 

“household” means as a registered owner or tenant with children who reside on the same premises; 

“indigent” means any household which is responsible for the payment of services and rate, earning a 
combined gross income equivalent to or less than two times the Government pension grant as prescribed 
by the National Department of Social Development or in line with the National Indigence Framework 
issues by the Department Local Government (DLG), who qualify, according to the policy, for pensioners, 
the unemployed and child-headed families who are unable to fully meet their obligations for municipal 
services consumed and property taxes on their monthly accounts. 

“Indigent Management System” an electronic management system used by Knysna Local Municipality 
for the management of the register of indigent households. 

“municipality” means the Municipality of Knysna, established in terms of Section 12 of the Municipal 
Structures Act, 117 of 1998, and includes any political structure, political office bearer, councilor, duly 
authorized agent or any employee acting in connection with this by-law by virtue of a power vested in the 
municipality and delegated or sub-delegated to such political structure, political bearer, councilor, agent of 
employee; 

“program officer” and official duly authorized by the municipality, or an employee of a service provider 
appointed by the municipality, who is responsible for the following: 

(a) to ensure that applications for indigent support are received and assessed; 

(b) to ensure that applications are captured on the Indigent Management System; 

(c) to ensure that information on applications are verified and that regular audits are executed; 
and 

(d) to authorize expenditure with regard to indigent support. 

“indigent register” means the Electronic Municipal database, which has to be updated on a monthly 
basis, designed to contain all the captured data contained within completed indigent application forms 
which contains the following key information: 
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• Indigent customer details 

• Socio-economic details 

• Skills details 

In addit i on addition^ the indi g ent re g ister is able to p rovide re p orts relating to, but not limited to the_ ( Formatted: Font 10 pt 

following: 


• Indigent application exceptions 

• Skills reporting required for LED/exit strategy 

• Socio economic reporting 

“owner” in relation to immovable property, means- 

2[a] the person in whom is vested the legal title thereto provided that- 

[i] the lessee of immovable property which is leased for a period of not less 
than fifty years, whether the lease is registered of not, shall be deemed to 

be the owner thereof; and 

[ii] the occupier of immovable property occupied in terms of servitude or right 
analogous thereto shall be deemed the owner thereof; 

[b] if the owner is deceased, insolvent, has assigned his or her estate for the benefit of this or her 

creditors, has been placed under curatorship by order of court or is a company being wound up or 

under judicial management, than the person in whom the administration of such property is 

vested as executor, administrator, trustee, assignee, curator, liquidator or judicial manage, as the 
case may be; 

[c] if the owner is absent for the Republic or if his or her address is unknown to the municipality, 
then any person who as agent or otherwise receives or is entitled to receive the rent in 

respect of such property; or 


[d] if the municipality is unable to determine who such person is, then the person who is entitled to 

tfre to the t beneficial use of such property;_ ( Formatted: Font: 10 pt~ 


[e] if the owner is deceased and the family or a member on behalf of the family issue an affidavit tbat 
the that the occupier are the legal benefice of the estate. 


] 
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“premises” includes any piece of land, the external surface boundaries of which are delineated on- 

[a] a general plan diagram registered in terms of the Land Survey Act, 1997 [Act No. 8 of 1997] or in 
terms of the Dees Registries Act, 1937 [Act No. 47 of 1937]; 

[b] a general plan registered in terms of the sectional Titles Act, 1986 [Act No. 95 of 1986Lan4 1. and 
situated within the jurisdiction of the municipality 

“rates” means any tax, duty or levy imposed on property by the Council; 

“tenant” means any person other than the main family members described as a household, occupying 
the premises i.e. lodger, paying guest, renter etc. 
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1. INTRODUCTION 

As a development institution, the municipality needs to commit to supporting measures that 
assist and empower its community. It is accepted that large sections of the community cannot exist 
without intervention and it is therefore the duty of the municipality to support and to ensure that 
citizens are able to access their constitutional right to have access to a basic level of 

services. 

The municipality therefore adopts an indigent support policy which embodies an indigent support 
program not only providing procedures and guidelines for the subsidization of services charges to 
indigent households in its area of jurisdiction, but also to increase the quality of life of the 
beneficiaries by assisting them to exit from indigence. 

2. POLICY PRINCIPLES 

It is against the above background that the municipality undertakes to promote the following 
principles: 

2.1 To ensure that a portion identified by Council of the Equitable Share 
received annually will be utilized for the benefit of the poor; 

2.2 To link this policy with the municipality’s IDP, local economic development 
(LED) initiatives and poverty alleviation programs; 

2.3 To promote an integrated approach to free basic service delivery; and 

2.4 To engage the community in the development and implementation of this 
policy; 

3. POLICY OBJECTIVES 

In support of the above principles, the objective of this policy will be to ensure the 
following; 

3.1 Establishment of a framework for the identification and management of 
indigent households including a socio-economic analysis where 
necessary and an exit strategy; 
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3.2 The provision of procedures and guidelines for the subsidization of basic 
charges and the provision of free basic energy and water to indigent 
households; and 

3.3 To control the indigent register of the Knysna Municipality 

4. THE LEGISLATIVE FRAMEWORK 

This policy is designed and implemented with the framework of the following legislation: 

• The Constitution of the RSA, 1996, 

• The Municipal Systems Act, 2000 (Act 32 of 2000); 

• The Municipal Finance Management Act, 2003 (Act 56 of 2003); 

• The Promotion of Administrative Justice Act, 2000 (Act 3 of 2000); 

• The Promotion of Access to Information Act, 2000 (Act 2 of 2000); 

• The Property Rates Act, 2000 (Act 6 of 2004). 

5. QUALIFICATION CRITERIA 

Qualification criteria for indigent support and the municipal services qualifying for such support 
shall be determined by the municipality from time to time, provided that until the municipality 
determines otherwise, the following criteria shall apply: 

5.1 The applicant must be a resident of the municipality; 

5.2 The applicant must be in possession of a valid South African identity 
document; 

5.3 The combined or joint gross income of all occupants or dependents in a 
single household which receives services from the municipality does not 
exceed R4300: 

5.4 Child support and foster care grant not forming part of a household income; 
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5.5 Where there are income earning tenants or any other people living on the 
property with income it has to be declared on the application form. 

a. These applications have to be dealt with and investigated on an individual basis. 

b. These application to be recommended by the CFO or delegated official. 

c. These applications have to be submitted separately to the indigent committee for 
approval. 

d. The norm should be that the applicant de does not receive indigent 
benefits_for services also used by people living on the premises or a tenant with 
income 

e. The elderly status of applicant and if or not married should also be taken into 
account under 5.5(a). 

5.6 The applicant must be the owner or tenant who receives municipal services; 

5.7 In the event where the applicant is a tenant, the application must be accompanied by a 

copy of the rental agreement; 


5.8 Indigent support is limited to one occupied prop e rty; - ( Formatted: Justified, Line spacing: 1,5 lineT 

propertv; Indiqent subsidy will not apply to vacant stands; 

5.9 A tenant can apply for the benefits in respect of the charges he/she is billed for and« ( Formatted: Line spacing: 1,5 lines 
the landlord will still be liable for rates. 

5.10 Estate accounts 

(1) The existing account will continue under the indigent relief measures, on 

condition that only the surviving spouse or dependant children may apply, 
provided that the death certificate be submitted to qualify for the continued 
support. 

(2) An application for the continuance of the indigent relief must be submitted; 

(3) The arrears if any, of the deceased account holder will be written off on condition that the “interim 

account holder” take full responsibility for any future billing amounts. 

6. TARGETING OF INDIGENT HOUSEHOLDS 

The municipality’s targeting approach is as follows: 
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( Formatted: Line spacing: 1,5 lines 


The municipality will develop a communication strategy in terms of which communities 

will be informed and educated in order to have a clear understanding of this policy and its 
implementation. Regular information dissemination through ward committees, awareness 
campaigns, community based organizations and face-to-face contact by means of imbizo’s 
will be undertaken to eliminate unrealistic expectations both in terms of qualifying for subsidy as 
well as service delivery in general. 


7.2 Application/Registration 

7.2.1 A person applying for assistance must complete a formal indigent support application form 

approved by the municipality. Such forms will be available at approved registration points 
provided by the municipality. These forms will be reviewed annually and adopted by 

council. 

7.2.2 Applications must be accompanied by the following: 

7.2.2.1 Certified copies of all occupants’ identity documents; 

7.2.2.2 The latest municipal account; 

7.2.2.3 Certified documentary proof of income, or an affidavit declaring lack 
pf income and /or proof of registration as unemployed, plus bank statement (Where applicable); 

7.2.2.4 Particulars of any other grants received by the accountholder; 

7.2.2.5 Recent pre-paid electricity token or prepaid electricity meter number. 

7.2.2.6 Consent letter from the owner cases where tenants apply for subsidy. 


7.2.3 Consent for the installation of any form of pre-paid electricity meters (20 amp) or flow limited <— ( Formatted: Justified, Line spacing: 1,5 lines 

water meters as a system to limit the consumption of services and to abate the accumulation of debt, 
needs to be obtained from the applicant. 


( Formatted: Font: 10 pt 


Targeting approach 

Application 

Household income 

Maximum threshold determined as R4 300 excluding 

child support and foster care grant. 


7. ASSISTANCE PROCEDURES 


7.1 Communication 
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7.2.4 As part of the application, the applicant must be willing to give consent for external scans anch ( Formatted: Line spacing: 1,5 lines 

credit bureau checks; 

7.2.5 If the application is approved, the indigent debtor who is in arrears will have the initial arrears on 
approval of indigence written off by the Municipality. 

7.2.6 Applications will remain indigent until such time that the applicant informs the municipality of a 
change in status, provided that the municipality may verify the indigent status at any time. 

7.2.7 Permanent Status 

7.2.7.1 Council may annually grant a social rebate to pensioners and persons receiving a Government 
disability pension, or old age pension. 

7.2.7.1.1 The person must be 60 years of age and only need to apply once 
Where after a database of this category will be maintained, 
scrutinize annually, and automatically granted a rebate for all 
ensuring years, provided that the person occupy same property. 

7.2.7.1.2 Where two pensioners are residing on the same property, only one 
pension or grant will be taken into account to determine the rebate 
percentage. 

7.2.7.1.3 Persons who are under the age of 60 years and in receipt of a 
Government disability pension (grant) may also qualify for the 
Social rebate. 

7.2.7 A B i- annua l v e r i f i cat i on proc e ss w ill b e und e rtak e n to d e t e rm i n e i f th e i nd i g e nt st ill—meet-tbe 

i nd i g e nt r e qu i r e m e nts . 

7.3 Assessment & Screening of Applicants 

After the application/registration process all information must be verified by the Program Officer 
or a person approved by the municipality as follows: 

7.3.1 Indigent Management System Check 
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The information registration data must be checked to determine whether an applicant is 
already registered within the system as well as to determine dates when these existing 
applicants should be reviewed. 

7.3.2 Data Capture 

The indigent registration data must then be captured in an Indigent 
Management system as per the application form. 

7.3.3 Verification - Site Visit 

The Indigent Management System must assign an application to a duly appointed official 
to perform an on-site verification if necessary. 

The Program Officer must then verify and assess the registration application, and may 
make recommendations for the acceptance of the application, or for further investigation 
which may include an external scan. 

7.3.4 Verification - External Scans 

An external scan of applicants recommended as suitable candidates for 
indigent support, may be conducted with UIF, SARS, Department of 
Welfare, Credit Bureau or any other organisation after the site visitation 
has been captured. 

The information gathered through verification in terms of 7.3.3 and 7.3.4 
must be entered into the Indigent Management System promptly after receipt 

thereof for finalization of the application. 

7.4 Recommendation 

Once the verification has been completed, the indigent Management System must 

generate a recommendation based on the information captured in the database. Those 
applications that qualify for indigent support in accordance with the system are then to be referred 
to the Indigent Committee for approval. 
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7.5 Indigent Committee 

7.5.1 An Indigent Committee comprising of designated finance officials 
must be established for the purpose of consideration and finalization of 
applications received. 

7.5.2 The Indigent Committee must meet regularly. (At least quarterly) 

7.5.3 The Indigent Committee must consider each recommended application; assess 

it in terms of the application and any other knowledge or information which members may 
have in respect of the applicant and approve applications for indigent relief. 

7.5.4 The Indigent Committee must monitor, the implementation of the indigent 
support program, subject to the policy directions of the municipality and in 
consultation with the municipal manager and report quarterly to the sec 80 commit. 

7.6 Right of appeal 

An applicant who feels aggrieved by a decision taken in respect of his or her application may 
lodge an appeal with the Chief Financial Officer of the municipality within 10 (ten) days 
from the date on which the decision was communicated to the applicant. 

8. EXTENT OF INDIGENT ASSISTANCE AND SUPPORT 

The extent of the monthly indigent support granted to indigent households will be based on 
budgetary allocations for a particular financial year and the tariffs determined for each financial 

year. Within the above framework, the following 
assistance and support will be granted: 

INCOME CATEGORIES 

R0-R3100 = 100% 

R3101 - R3700 = 50% 

R3701 - R4300 = 25% 
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8.1 Free basic water 


a. Each registered indigent household shall receive water fully subsidized to a maximum of 
6 kiloliters per month, including the basic charges of 100%, 50% or 25% as per income 
category for indigents; ; provided that- 


• Where the consumption exceeds 6kl per month the municipality shall be entitled to 
restrict water supply to the property. 

• Where excessive consumption is partly due to leaking the household should apply for 
rectification under 8.8 of this Policy. 

b. All sub economic and other household shall receive water consumption fully subsidized 
to a maximum of 3 kiloliters per month. 

8.2 Free basic electricity 

a. Each registered indigent household shall receive electricity fully subsidized to a 

maximum of 50 kWh per month. 

b. All sub economic and other domestic households on a 30Amp and higher will not qualify 
for the subsidized Kwh as stipulated in 8.2 a. 

8.3 Free basic refuse removal 

a. Each registered indigent household shall be fully subsidized for refuse as provided for in the 
annual budget. 

b. Registered indigents may qualify for a full reduction (100%) in refuse removal; 50% or the« - ( Formatted: Justified, Line spacing: 1,5 lines 

minimum of 25%. 

8.4 Free basic sanitation ( Formatted: Line spacing: 1,5 lines 


a. Each registered indigent household shall be fully subsidized for sanitation as«——— ( Formatted: Justified, Line spacing: 1,5 lines 
provided for in the annual budget. Where an indigent household has a sewerage 
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tank, only 1 (one) sanitation suction will be granted free of charge per month. 

(Sedgefield tanks Small - suction once a week)? 

b. Registered indigents may qualify for a full reduction (100%) in sewerage removal; 50% or 
the minimum of 25%. 

8.5 Assessment rates rebates *■ ( Formatted: Line spacing: 1,5 lines 

a. Each registered indigent household shall be 90% for ASSEMENT RATES. 

b. All sub economic and other domestic households shall be subsidized to a 
maximum of 10% for rates as provided for in the annual budget. 

8.6 Rental (Dwellings and sites) 


100% subsidy on rates will be granted in respect of all dwellings or sites ( Formatted: Justified, Line spacing: 1,5 lines 

registered in the name of the municipality in the event of an existing contract 
between the municipality and the beneficiary to pay rent. 

* .1 ( Formatted: Line spacing: 1,5 lines 

8.7 Burials 

In the event of the death of a member of an indigent household, the municipality may exempt 
the household from the cost of digging and preparation of a grave, provided that the burial 
takes place in a municipal cemetery. The affected household has to apply for above 

benefit. No other benefit or financial contribution will be made or allowed by the 

municipality in favour of or in respect of the burial of indigent persons. 

8.8 Unforeseen property expenditures 

The municipality may, upon its discretion and based on merit subsidise an indigent household in 
full for any unforeseen expenditure associated with: 

• Water leakages 

• Faulty electricity meters / Destruction due to fire 

This benefit will be dealt with by the municipal help desk through the water leak policy. 

8.9 Assistance on arrears 
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(a) Any first time indigent applicant qualifies for a once-off write-off of that 
household municipal debt. 

(b) An indigent account holder qualifies for a write-off if the arrears are linked 
to a water leakage and evidence of such a repair can be shown by the 
municipal help desk. 


Any write-off regarding (a) & (b) above have to be approved by the indigent committee and full details 
recorded for audit purposes. 

8.10 Transfer of property 

Transfer of the property in the name of a deceased debtor to a beneficiary. 

8.10.1 If a beneficiary was legally appointed (testament) by the deceased accountholder, and the 

beneficiary is an indigent person the beneficiary (occupant) of the property will 

continue to qualify for indigent subsidy until the property is transferred into the 
beneficiaries name. 

Where it is found that the beneficiary (occupant) will also qualify for indigent subsidy, all the 
costs associated with the transfer of the property into the beneficiaries’ name to be paid from the 

equitable share relating to the indigent subsidy earmarked subject to the availability of budget and/or 
legal aid. 

Annually the Knysna Municipality has to budget for 10 houses to be transferred under this policy. 
The names of the beneficiaries’ under this scheme have to be approved by Council. 


The above process will be executed by the appointed attorneys of the Knysna Municipal 


Council. 


8.10.2 If there is no legal beneficiary for the property of the deceased accountholder and 
deceased name appear on the list for transfers to be made and approved by 
deceased account will be handed over to the attorneys of the Knysna 
get hold of the legal beneficiary of the property. The procedure as 


the 

council the 

Municipality to 
described in 


8.10.1 will then take place. The cost of the above will also be paid out 
vote subject to availability of budget and/or legal aid. 


of the Indigent subsidy 
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9. INDIGENT HOUSEHOLD IN BODIES CORPORATE AND RETIREMENT CENTERS 

Indigent consumers living in body corporate or retirement centers shall be eligible to qualify for 
assistance and support in terms of this policy, subject to the following rules and procedures: 

9.1 The onus will be on the Board of Trustees/Managing Agent/Chairperson of a Body Corporate 
(hereinafter referred to as the representative of the Body Corporate of Retirement Centre) to apply 
to the municipality, for indigent status to be granted in respect of water consumption on behalf 
of the owners of those units, who meet the criteria and conditions for qualification. 

9.2 The onus will be on the unit owner to apply to the municipality for indigent status to be granted 

in respect of indigent related charges. 

9.3 The representative of the Body Corporate or Retirement Centre will submit applications to 
the Chief Financial Officer which applications must be accompanied by a certified copy 
of the Sectional Title Plan of the Body Corporate or Retirement Centre, which indicates the 
participation quota for each unit, as registered in the Deeds Office. 

9.4 The Program Officer must verify all applications and after consideration by the Indigent 
Committee he or she must notify: 

9.4.1 The representative or the Body Corporate or Retirement Centre whether an application 
was successful or not, with regard to the water consumption; and 

9.4.2 The unit owner whether an application was successful or not, with regard to the 
property rates and other related charges. 

9.5 The Chief Financial Officer will credit the monthly municipal:- 

9.5.1 account of a Body Corporate or Retirement Centre with related indigent 

subsidy charges, the amount of which will be calculated by dividing the « ( Formatted: Justified, Line spacing: 1,5 lines 

total number of kiloliters of water consumed by Body Corporate by the number of units in the 
complex, but up to a maximum of 200 liters of water per day for each unit that qualifies for 

assistance _ ^or _ py opening a separate ( Formatted: Font: 10 pt 

separate account for the indigent and bill the normal non-indigent levies ( Formatted: Font: 10 pt 

for normal consumers on the account of the Body Corporate or 
retirement village. 
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* ( Formatted: Line spacing: 1,5 lines 

9.6 The representative of the Body corporate or Retirement Centre in respect which monthly 

indigent credits are allowed under indigent support, must ensure that such credits are off- 
set against the monthly levies of the relevant individuals units; such representative also 
being required, once every six months, or at such intervals as may be determined by the 
municipality, to provide proof to the Chief Financial Officer: that the monthly levies of poor 
households which qualify for assistance, have been adjusted by the amounts of the 

account of the Body Corporate or Retirement Centre. This will be applicable if the indigent 
doesn’t have a separate account in his own name. 

10. PROCESS MANAGEMENT 

10.1 Validity period 

10.1.1 An indigent consumer will remain indigent until he/she de-registers from the 
program when his/her circumstances improves to such an extent that he/she no 

longer meet the requirements for the subsidy. 

10.1.2 An indigent consumer can apply for de-registration at any time. 

10.2 Death of registered applicant 

In the event that the approved applicant passes away the heir/s of the property must re-apply 
for indigent support, provided that the stipulated criteria are met. 

10.3 Register of indigent households 

Names of indigent beneficiaries must be open for public perusal and comment. Written 

objections from the public must be referred to the Program Officer who will be responsible for 

investigating the validity of the complaint and referral to the Indigent Committee for appropriate 
action. 

10.4 Excess usage of allocation 


10.4.1 If the level of consumption of the indigent household exceeds the « ( Formatted: Justified, Line spacing: 1,5 lines 

consumption level approved by the municipality, the household will be obliged 
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to pay for the excess consumption on a monthly basis. Such accounts will be subject 

to the municipality’s credit control and debt collection measures. 

10.4.2 If a consumer’s consumption or use of a municipal service is less than the 
subsidized service, may the unused portion not be accrued to the 

consumer and will it not entitle the consumer to cash or a rebate with regard 

to the unused portion. 


10.5 Termination of indigent support « ( Formatted: Line spacing: 1,5 lines 

10.5.1 Indigent Support will be terminated under the following 
circumstances: 

10.5.1.1 Death of account-holder and where 5.9 is not applicable. 

10.5.1.2 Upon application for de-registration as an indigent. 

10.5.1.3 Upon sale of the property. 

10.5.1.4 When circumstances in the indigent household have 
improved to such an extent that the gross household income exceeds 

the household income. 

10.5.1.5 If the applicant is found to have left about his/her personal circumstances or has 

furnished false information regarding indigent status, in which case the following 
will apply: 

(a) All arrears will become payable immediately; 

(b) Stringent credit control measures will apply; and 

(c) The applicant will not be eligible to apply for 
indigent support for a period of 2 years. 

10.5.1.6 If in the case of a tenant, the indigent have to evacuate the house and not moving into 

another house. The tenant has to inform Knysna Municipality. 

10.5.1.7 In the case of an owner or tenant the indigent family leaving the house temporarily for a 

period more than three months. 
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10.5.2 Moving of indigent people 

(i) When an indigent family move from one house to another the family has to inform the 
Municipality of the move by way of an affidavit. Then the administration will verify the 
account and original application of applicant. 

(ii) When a non-indigent family move into a house where free services were provided the 
indigent support for the previous occupant has to be stopped and a new 
application form needs to be filled in. 

(iii) On all application forms indigent applicants should be informed that they have to 
report their movement to the Knysna Municipality. 

(iv) When a tenant indigent family move out of a house, any debt that may occur after 
moving out will be on the account of the owner. 

(v) If an indigent family leave their house temporarily for more than 3 months their 
benefits cease and if the house is being occupied by another family they have to make 
a new application. 

(vi) The indigent technical assistance will not be applicable to those indigent people not 
living in their houses. 

10.6 Audit and review 

The municipality will conduct an audit of the indigent register on a quarterly basis with regard to the 
information furnished by applicants and possible changes in status, the usage of allocations and debt 
collection measures applied. 

10.7 Exit program 

Members of households registered as indigent should be prepared to participate in exit programs 
coordinated by the municipality in collaboration with other government departments and the private sector 
organizations. 

As part of its broader poverty reduction program the municipality undertakes to provide for the 
participation and accommodation of indigent persons in its local economic development (LED) initiatives 
and in the implementation of integrated development programs where possible. 

11. MONITORING AND REPORTING 
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11.1 The Chief Financial Officer shall report quarterly to the Municipal Manager in a suitable format 
to enable the Municipal Manager to report to the Mayor and other interested parties. Such report 

shall reflect on: 

11.1.1 Number of indigent households applied; 

11.1.2 Amount of subsidy allocated per service category; 

11.1.3 Amount of debt accumulating and debt recovery information (number of 

customers; enquires; default arrangements; growth or diminishing of 

arrear debtors; ideally divided into wards, domestic, state, institutional and other 

such divisions); 

11.1.4 Performance of all areas against targets set in the municipality’s 
performance management system 

1 1.1.5 Changes in the registered status of indigents. 

12. CONCLUSION 

This policy will be reviewed annually after which the By-laws will be reviewed and promulgated. on th e 
I nd i g e nt hous e ho l ds w ill b e am e nd e d. 
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1. DEFINITIONS 


"Accounting Officer"means a person appointed in terms of section 82(1) (a) or (b) of the Municipal 
Structures Act; and also refers to the municipal manager of a municipality in terms of section 60 of the 
MFMA; 

“Allocation" means 

(a) a municipality's share of the local government's equitable share referred to in section 214(1) (a) 
of the Constitution; 

(b) an allocation of money to the municipality in terms ofsection 214(1) (c) ofthe Constitution; 

(c) an allocation of money to the municipality in terms of a provincial budget; or 

(d) any other allocation of money to the municipality by an organ of state, including by another 
municipality, otherwise than in compliance with a commercial or other business transaction; 

"Annual Division of Revenue Act" means the Act of Parliament, which must be enacted annually in 
terms ofsection 214 (1) of the Constitution; 

"Approved budget, ” means an annual budget 

(a) approved by a municipal council in terms of section 24 of the MFMA, or 

(b) includes such an annual budget as revised by an adjustments budget in terms of section 28 of 
the MFMA; 

“Basic Municipal Service" means a municipal service that is necessary to ensure an acceptable and 
reasonable quality of life and which, if not provided, would endanger public health or safety or the 
environment; 

"Budget-reiated Policy" means a policy of the municipality affecting or affected by the annual budget 
of the municipality, including: 

(a) the tariffs policy, which the municipaiity must adopt in terms of section 74 of the Municipal 
Systems Act; 

(b) the rates policy which the municipality must adopt in terms of section 3 of the municipal 
property rates Act; 

(c) the credit control and debt collection policy, which the municipality must adopt in terms of 
section 96 of the Municipal Systems Act; 

(d) the cash management and investment policy which the municipality must adopt in terms of 
section 13(2) of the Act; 

(e) a borrowing policy which must comply with Chapter 6 of the Act; 
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(f) a funding and reserves policy; 

(g) a policy related to the long-term financial plan; 

(h) the supply chain management policy which the municipality is required o adopt in terms of 
section 111 of the Act; 

(i) any policies dealing with the management and disposal of assets; 

(j) any policies dealing with infrastructure investment and capital projects, including - 

(i) the policy governing the planning and approval of capital projects; and 

(ii) the policy on developer contributions for property developments; 

(k) the indigents policy of the municipality; 

(l) any policies related to the provision of free basic services; 

(m) any policies related to budget implementation and monitoring including - 

(i) a policy dealing with the shifting of funds within votes; 

(ii) a policy dealing with unforeseen and unavoidable expenditure; and 

(iii) policies dealing with management and oversight; 

(n) any policies related to the managing electricity and water including - 

(i) a policy related to the management of losses; and 

(ii) a policy to promote conservation and efficiency; 

(o) any polices related to personnel including polices on overtime, vacancies and temporary staff; 

(p) any policies dealing with municipal entities, including - 

(i) the service delivery agreement; and 

(ii) the dividend preference of the municipality; and 

(q) any other budget-related or financial management policies of the municipality. 

"Budget transfer" means the transfer of an approved budget allocation from one operating or capital 
line item to another within a vote, with the approval of the relevant senior manager; 

"Budget Year" means the financial year of the municipality for which an annual budget is to be 
approved in terms of section 16(1) ofthe MFMA; 
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“Capital Budget” means the approved budget for capital items in a given fiscal period. Capital items 
are assets with a life expectancy of more than one financial year such as property, plant and equipment. 
The cost of which is normally written off over a number of fiscal periods; 

“Chief Financial Officer’’ means a person designated in terms ofsection 80(2) (a) ofthe MFMA; 

“Council” means the municipal council of this municipality referred to in section 18 of the Municipal 
Structures Act; 

“Councillor” means a member of council; 

"Creditor", means a person to whom money is owed by the municipality; 

"Current year" means the financial year, which has already commenced, but not yet ended; 

"Delegation" meansthe power to perform a function or duty which is given to office bearer, councillor 
or staff members either in terms of Sect 59 of the MSA or Sect 79 of the MFMA; 

"Executive Mayor" means the councillor elected as the executive mayor of the municipality in terms of 
section 55 of the Municipal Structures Act; 

"Generally recognised accounting practice ” means an accounting practice complying with standards 
applicable to municipalities or municipal entities as determined by the Accounting Standards Board; 

"Financial recovery plan" means a plan prepared in terms ofsection 141 ofthe MFMA; 

"Financial statements", means statements consisting of at least - 

(a) statement of financial position; 

(b) a statement of financial performance; 

(c) a cash-flow statement; 

(d) any other statements that may be prescribed; and 

(e) any notes to these statements; 

"Financial year" means a twelve months period commencing on 1 s, July and ending on 30 th June each 
year; 

"Financing agreement" includes any loan agreement, lease, and instalment purchase contract or hire 
purchase arrangement under which the municipality undertakes to repay a long-term debt over a period 
of time; 

"Fruitlessand wastefulexpenditure" means expenditure that was made in vain and wouldhave been 
avoided had reasonable care been exercised; 

"Investment" in relation to funds of the municipality, means - 

(a) the placing on deposit of funds of the municipality with a financial institution; or 
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(b) the acquisition of assets with funds of the municipality not immediately required, with the 
primary aim of preserving those funds; 

'lrregular expenditure" means - 

(a) expenditure incurred by the municipality or municipal entity in contravention of, or that is not in 
Accordance with, a requirement of the MFMA Act, and which has not been condoned in terms 
ofsection 170 ofthe MFMA; 

(b) expenditure incurred by the municipality or municipal entity in contravention of, or that is not in 
accordance with, a requirement of the Municipal Systems Act, and which has notbeen 
condoned in terms of that Act; 

(c) expenditure incurred by the municipality in contravention of, or that is not in accordance with, 
a requirement of the Public Office-Bearers Act, 1998 (Act No. 20 of 1998); or 

(d) expenditure incurred by the municipality or municipal entity in contravention of, or that is not in 
accordance with, a requirement of the supply chain management policy of the municipality or 
entity or any of the municipality's by-laws giving effect to such policy, and which has not been 
condoned in terms of such policy or by-law, but excludes expenditure by the municipality which 
falls within the definition of "unauthorised expenditure"; 

"Lender" means a person who provides debt finance to the municipality; 

"Local community" has the meaning assigned to it in section 1 of the Municipal Systems Act; 

“Long-term debt" means debt repayable over a period exceeding one year; 

“Mscoa” means Municipal Standard Chart of Accounts 

"Municipal council" or "council" means the council of the municipality referred to in section 18 of the 
Municipal Structures Act; 

"Municipal debt instrument" means any note, bond, debenture or other evidence of indebtedness 
issued by the municipality, including dematerialised or electronic evidence of indebtedness intended to 
be used in trade; 

"Municipal entity" has the meaning assigned to it in section 1 of the Municipal Systems Act (refer to 
the MSA for definition); 

"Municipality" means - 

(a) when referred to as a corporate body, means the municipality as described in section 2 of the 
Municipal Systems Act; or 

(b) when referred to as a geographic area, means the municipal area determined in terms of the 
Local Government: Municipal Demarcation Act, 1998 (Act No. 27 of 1998); 
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"Municipal service" has the meaning assigned to it in section 1 of the Municipal Systems Act (refer to 
the MSA for definition); 

"Municipal Structures Act" means the Local Government: Municipal Structures Act, 1998 (Act No. 
117 of 1998); 

"Municipal Systems Act" means the Local Government: Municipal Systems Act, 2000 (Act No. 32 of 
2000 ); 

"Municipal tariff" means a tariff for services which the municipality may set for the provision of a service 
to the local community, and includes a surcharge on such tariff; 

"Municipal tax" means property rates or other taxes, levies or duties that the municipality may impose; 

"National Treasury" means the National Treasury established by section 5 of the Public Finance 
Management Act; 

"Official" means - 

(a) an employee of the municipality or municipal entity; 

(b) a person seconded to the municipality or municipal entity to work as a member of the staff of 
the municipality or municipal entity; or 

(c) a person contracted by the municipality or municipal entity to work as a member of the staff of 
the municipality or municipal entity otherwise than as an employee; 

"Overspending" 

(a) means causing the operational or capital expenditure incurred by the municipality during a 
financial year to exceed the total amount appropriated in that year's budget for its operational 
or capital expenditure, as the case may be; 

(b) in relation to a vote, means causing expenditure under the vote to exceed the amount 
appropriated for that vote; or 

(c) in relation to expenditure under section 26 of the MFMA, means causing expenditure under 
that section to exceed the limits allowed in subsection (5) of this section; 

"Past financial year" means the financial year preceding the currentyear; 

"Quarter" means any ofthe following periods in a financial year- 

(a) 1 July to 30 September refer to as the 1 st quarter; 

(b) 1 October to 31 Decemberrefer to as the 2 nd quarter; 

(c) 1 January to 31 March refer to as the 3 rd quarter; or 

(d) 1 April to 30 June refer to as the 4 th quarter; 
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“Ring Fenced’’ means an exclusive combination of line items grouped for specific purposes for 
instance salaries and wages. Annexure “B” provides a current item structure within ring fenced groups; 

"Service delivery and budget implementation plan" means a detailed plan approved by the 
executive mayor of the municipality, in terms of section 53(1) (c) (ii) ofthe MFMA, for implementing the 
municipality's delivery of municipal services and which indicate - 

(a) projections for each month of: 

(i) revenue to be collected, by source; and 

(ii) operational and capital expenditure, by vote; 

(b) service delivery targets and performance indicators for each quarter; and 

(c) any other matters that may be prescribed, and includes any revisions of such plan by the 
executive mayor in terms of section 54(1) (c) of the MFMA; 

"Short-term debt" means debt repayable over a period not exceeding one year; 

“Vote” means one of the main segments into which a budget of a municipality is divided for the 
appropriation of funds for the different departments or functional areas of the municipality; and which 
specifies the total amount that is appropriated for the purposes of the department or functional area 
concerned. Annexure “A”provides the current Vote structure as well as the assigned senior manager; 

“Vote holder” means the director and/or senior manager to which the vote is assigned. 
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2. ABBREVIA TIONS 


CFO - Chief Financial Officer 

CM - Council Minute 

IDP - Integrated Development Plan 

MFMA - Municipal Finance Management Act, Act No. 56 of 2003 
MSA - Municipal Systems Act, Act No.32 of 2000 
MTREF- Medium Term Revenue and Expenditure Framework 
SDBIP - Service Delivery and Budget Implementation Plan 

3. IntroductIon 


In terms of the Municipal Finance Management Act, No. 56 of 2003, Chapter 4 on Municipal Budgets, 
the Council ofa municipality must for each financial year approve an annual budget for the municipality 
before the commencement ofthat financial year. According to Section 16(2) ofthe MFMA the executive 
mayor of the municipality must table the annual budget at a Council meeting at least 90 days before 
the start of the budget year. 

This policy mustbe read, interpreted, implemented and understood against this legislative background. 
The budgetplays a critical role in an attempt to realise diverse community needs. Central to this is the 
formulation of a municipal budget that must take into account the government’s macro-economic and 
fiscal policy fundamentals. 

It is imperative that the budget process is as consultative and inclusive as possible. 


4. OBJECTIVES 


The objectives of this budget policy is to set out a framework to deal with - 

(a) The preparation of theMTREF budget; 

(b) ; 

(c) The introduction of any adjustment budgets; 
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(d) Unforeseen and unavoidable expenditure; 

(e) Irregular expenditure; 

(f) Fruitless and wasteful expenditure; and 

(g) To establish and maintain procedures to ensure adherence to the Municipality’s IDP review 
and budget processes. 


5. BUDGETING PRINCIPLES 


5.1 The Municipality shall not budget for a cash deficit and should ensure that revenue 
projections in the budget are realistic taking into account actual collection levels. 1 

5.2 Expenses may only be incurred in terms of the approved annual budget (or adjustments 
budget) and within the limits of the amounts appropriated for each vote in the approved budget. 

5.3 The Municipality shall prepare a three-year budget (MTREF budget)and Council shall approve 
said budget. 

5.4 The MTREF budget must at all times be within the framework of the approved Municipal 
Integrated Development Plan. 

5.5 Capital budget: 

5.5.1 Only expenditure that meets the definition of a capital budget as per section 1 of this policy shall 
be included in the capital budget. 

5.5.2 The capital budget shall distinguish between replacement and new assets. 

5.5.3 The envisaged sources of funding for the capital budget must be properly considered. Council 
must be satisfied that this funding is available and has not been committed for other purposes. 

5.5.4 Before approving a capital project,Councilmust consider: 

(a) the projected cost of the project over all the ensuing financial years until the project becomes 
operational; and 

(b) future operational costs and any revenues, which may arise in respect of such project, 
including the likely future impact onthe operating budget. 

5.5.5 Beforeapproving the capital budget, the Councilshall consider: 


2 Refer to the approved Funding and Reserves Policy 
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(a) the impact on the present and future operating budgets of the municipality in relation to finance 
charges to be incurred on external loans; 

(b) depreciation of fixed assets; 

(c) maintenance of fixed assets, and 

(d) any other ordinary operational expenses associated with any item on such capital budget. 
5.5.6 The capital expenditure shall be funded from the following sources: 

(a) Revenue or Surplus (Cash Resources) 

Any financing activity from this source must be included in the cash budget to raise sufficient 
cash for the expenditure. In order for the commencement of expenditure on an item financed 
from this source the full amount of physical cash must be ring fenced or set aside from normal 
operating funds. 

(b) New borrowings (External loans) 

External loans can only be raised if they are linked to the financing of an asset. A capital item 
to be financed from an external loan can only be included in the budget if the loan has been 
secured or if it can reasonabiy be assumed as being secured. The loan redemption period 
should not exceed the estimated life span of the asset. Interest payable on external loans shall 
be included as a cost in the operating budget.Finance charges relating to such loans shall be 
charged to or apportioned only between the departments or votes to which the projects relate. 

(c) Capital Replacement Reserve (CRR) 

Council shall establish a CRR for the purpose of financing capital projects and the acquisition 
of assets. The following sources of funds must be used to establish this reserve: 

o unappropriated cash-backed surpluses to the extent that such surpluses are not required 
for operational purposes; 

o interest on the investments of the CRR, appropriated in terms of the investments policy; 
o additional amounts appropriated as contributions in each annual or adjustments budget; 
o interest earned on investments of unutilised grants; 
o VAT claimed back on grants and subsidies; and 
o proceeds from the sale of assets. 

Before any asset can be financed from the CRR the physical cash must be available within the 
reserve. If there is insufficient cash available to fund the CRR reserve then the reserve must 
be adjusted to equal the available cash. Transfers to the CRR must be budgeted for in the cash 
budget. 
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(d) Transfer and Grants / Public Donations and Contributions 
Non capital expenditure funded from grants must be budgeted for as part of the revenue budget. 

• Expenditure must be reimbursed from the funding creditor and recognised in the 
operating budget as transfers recognised - operational and must be budgeted for as 
such. 

Capital expenditure must be budgeted for in the capital budget. 

• Expenditure must be reimbursed from the funding creditor and recognised in the 
operating budget as transfers recognised - capital and must be budgeted for as such. 

• Budgeted grant funding does not need to be cash backed but cash should be secured 
before spending can take place. 

All unutilized grants received must be ring fenced and cash backed from available cash/cash 
equivalents and/or investments. 

5.6 Operational budget: 

The Municipality shall budget in each annual and adjustments budget for the contribution to 2 : 

(a) provision for accrued leave entitlements equal to 100% ofthe accrued leave; 

(b) continued employee benefits as at 30 June of each financial year; 

(c) provision for the impairment of debtors taking into account prior year, current year 
improvements and future improvement in debt collection percentages; 

(d) provision for the obsolescence and deterioration of stock in accordance with its stores 
management policy; 

(e) Depreciation and finance charges shall be charged to or apportioned only between the 
departments or votes to which the projects relate; 

(f) A percentage of the operating budget component of each annual and adjustments budget shall 
be set aside for maintenance as determined in the Funding and Reserves Policy. 

When considering the draft annual budget, Council shall consider the impact, which the proposed 
increases in rates and service tariffs will have on the municipal accounts of households. 

The impact of such increases shall be assessed on the basis of a fair sample of randomly selected 
accounts. 


2 See approved Funding and Reserves Policy where applicable 
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The operating budget shall reflect the impact of the capital component on: 

• Depreciation charges; 

• Repairs and maintenance expenses; 

• Interest payable on external borrowings; and 

• other operating expenses. 

The Chief Financial Officer shall ensure that the cost of indigent relief is separately reflected in the 
appropriate votes as income foregone and/or as per MFMA Circular requirements issued by National 
Treasury from time-to-time. 


6. BUDGET PREPARA TION PROCESS 


6.1 Formulation of the budget 

The Accounting Officer with the assistance of the Chief Financial Officer, Manager (Budget) and the 
Manager (IDP) shall prepare a draft IDP & Budget process plan with timetables for the municipality 
including municipal entities for the ensuing financial year. 

The Executive Mayor shall table the IDP& Budget process plan to Council not later than 31 August of 
each year for approval. 

The IDP and Budget process plan shall indicate the key deadlines for the review of the IDP as well as 
the preparation of the MTREF budget. Such target dates shall follow the prescriptions of the Municipal 
Finance Management Act,Municipal Budget and Reporting regulations, the District Municipality IDP 
Framework as well as the guidelines set by National Treasury. 

The Executive Mayor shall convene a strategic workshop in September/October with the mayoral 
committee and senior managers in order to determine the IDP & Budget priorities which will form the 
basis for the preparation of the MTREF budget taking into account the financial and political pressures 
facing the municipality. 

The Executive Mayor shall table the draft IDP and MTREF budget to Council by 31 March of each year 
together with the draft resolutions and budget related policies. 

The Chief Financial Officer and senior managers undertake the technical preparation of the budget. 
The budget must be in the format prescribed by the MFMA: Municipal Budget and Reporting 
Regulations. 

The budget must contain the information related to the two financial years following the financial year 
to which the budget relates, as well as the estimated figures for the current year and the three prior 
year actual outcomes. 
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6.2 Public participation process 

Immediately after the draft annual budget has been tabled, the Municipality must convene public 
meetingson the draft budget and invite the public, stakeholder organisations, to make representation 
at thesemeetingsand to submit comments in response to the draft budget. 

6.3 Approval of the budget 

Council shall consider the Annual Budget for approval not later than 31 May for the ensuing financial 
year. The Council resolution, must contain the budget policies and performance measures to be 
adopted. 

Should the Councilfail to approve the budget before the start of the budget year, the Executive Mayor 
must inform the MEC for Finance that the budget has not been approved. 

The budget tabled to Council for approval shall include the following supporting documents as required 
by the MFMA: 

(a) draft resolutions approving the budget; 

(b) levying property rates, other taxes and tariffs for the financial year concerned; 

(c) measurable performance objectives for each budget vote, taking into account the municipality’s 
IDP; 

(d) the projected cash flows for the financial year by revenue sources and expenditure votes; 

(e) any proposed amendments to the IDP; 

(f) any proposed amendments to the budget-related policies; 

(g) the cost to the municipality of the salaries, allowances and other benefits of its political office 
bearers and other councillors, the Accounting Officer, the Chief Financial Officer, and other 
senior managers; 

(h) particulars of any proposed allocations or grants to other municipalities, municipal entities, 
external mechanisms assisting the municipality in service delivery, other organs of state, and 
organisations such as Non-Governmental Organisations, welfare institutions and so on; 

(i) particulars ofthe municipality’s investments; and 

(j) various information in regard to municipal entities under the shared or sole control of the 
municipality 

6.4 Publication of the budget 

6.4.1 Within 10 working days after the draft annual budget has been tabled, the Accounting Officer 
must ensure that the draft budget and other budget-related documentation are posted onto the 
municipal website so that it is accessible to the public. 
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6.4.2 The Chief Financial Officer must within 10 working days after the draft annual budget is tabled: 

(a) submit the tabled draftbudget in both printed and electronic formats to the National Treasury, 
the Provincial Treasury as well as post it on the municipal website; and 

(b) ensure that a newspaper advertisement is placed that the draft budget is available at the 
Municipal offices and available for comments. 

6.4.3 Once Councilhas approved the budget the Chief Financial Officer must within 10 working days: 

(a) submit the approved budget in both printed and electronic formats to the National Treasury, 
the Provincial Treasury as well as post it on the municipal website; and 

6.5 Service Delivery and Budget Implementation Plan (SDBIP) 

The Executive Mayor must approve the Service Delivery and Budget Implementation Plan not later 
than 28 days after the approval of the Budget by Council. 

The SDBIP shall include the following components: 

(a) Monthly projections of revenue to be collected for each source; 

(b) Monthly projections of expenditure (operating and capital) and revenue for each vote; 

(c) Quarterly projections ofservice delivery targets and performance indicators for each vote; 

(d) Ward information for expenditure and service delivery; and 

(e) Detailed capital works plan broken down by ward over three years 

7 . fvnding ofbUdget 


The budget must be funded in terms of the Councils approved Funding and Reserves Policy. 

8. unspentfUndsand rollover ofbudget 


The appropriation of funds in an annual or adjustments budget will lapse to the extent that they are 
unspent by the end of the relevant budget year, excluding in the following instances: 

(a) Funds relating to capital expenditure; or 

(b) Unspent grants (if the conditions for such grant funding allows that). 

Conditions of the grant funding shall be taken into account in applying for such rollover of funds. 
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No funding for projects funded from the Capital Replacement Reserve shall be rolled over to the next 
budgetyear except in cases where a commitment has been made at least 30 days (31 May each year) 
prior the end of that particular financial year. 

No unspent operating budget shall be rolled over to the next budget year. 

Any application for a rollover of capital funds must be forwarded to the Budget Office by the latest 15 th of 
Julyof each year. Only these applications will be considered for inclusion in an adjustment budget. The 
adoption by Councilwill take place not later than 25 th August. 


9. ADJUSTMENT BUDGETS 


Council may revise its annual budget by means of an adjustments budget in terms of section 28 of the 
MFMA and according to the timelines of the Municipal Budget and Reporting regulations section 23. 

Section 28 (2) of the MFMA determines when an adjustment must be done and when it may be 
prepared. 

The Accounting Officer must promptly prepare an adjustment budget if a material under-collection of 
revenues arises or is apparent. 

The Accounting Officer shall prepare an adjustment budgetand appropriateadditional revenues, which 
have become available but only to revise or accelerate spending programmes already budgeted for or 
any areas of critical importance identified by Council. 

The Council may in an adjustments budget, and within the prescribed framework, confirm unforeseen 
and unavoidable expenses on the recommendation of the Executive Mayor. 

"(2) An adjustments budget— 

(a) must adjust the revenue and expenditure estimates downwards if there ismaterial under-collection of 
revenue during the current year; 

(b) may appropriate additional revenues that have become available over andabove those anticipated in 
the annual budget, but only to revise or accelerate spending programmes already budgeted for; 

(c) may, within a prescribed framework, authorise unforeseeable and unavoidable expenditure 
recommended by the mayor ofthe municipality; 

(d) may authorise the utilisation ofprojected savings in one vote towardsspending under another vote; 

(e) may authorise the spending offunds that were unspent at the end ofthe pastfinancial year where the 
under-spending could not reasonably have been foreseen at the time to include projected roll-overs 
when the annual budgetforthe current year was approved by the council; 

(f) may correct any errors in the annual budget; and 

Policy Title: Budget Implementation and Monitoring Policy 











Pa g e / 16 

(g) may provide for any other expenditure within a prescribed framework." 

The CFO shall ensure that an adjustments budget: 

i. Is prepared in accordance with the MFMA: Municipal Budget and Reporting Regulations; 

ii. Reflects the budget priorities determined by Council; 

iii. Complies with aii budget-related policies; and 

iv. Shall make recommendations to the Executive Mayor on the revision of the IDP and the budget- 
related policies where these are needed. 

An adjustments budget must contain all of the following: 

i. an explanation of how the adjustments affect the approved annual budget; 

ii. appropriate motivations for material adjustments; and 

an explanation of the impact of any increased spending on the current and future annual 
budgets. 

Any un-appropriated surplus from previous financial years, even if fully cash-backed, shall not be used 
to balance an adjustments budget, but shall be appropriated to the municipality’s capital replacement 
reserve if cash-backed. 

Municipal taxes and tariffs may not be increased during a financial year except if required in terms ofa 
financial recovery plan compiled in terms of section 141 of the MFMA. 

Unauthorised expenses may be authorised in an adjustments budget. 


10. mSCOA Municipal Standard Chart ofAccounts 

mSCOA is a multi-dimensional recording and reporting system across seven segments 

I. Function or sub-function (GFS votes structure) 

II. Item (asset, liability, revenue, expenditure, etcetera) 

III. Funding source (rates, services charges, grants, loans, etcetera) 

IV. Project (capital, operating, repair & maintenance, programme, etcetera) 

V. Costing (activity based recoveries, internal billing & departmental charges) 
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VI. Regional indicator (jurisdictional area, town, suburb, ward, etcetera) 

VII. Municipal Standard Classification (own cost centres votes structure) 
mSCOA is regulated through the mSCOA Regulations 

lO.lBenefits ofusing Mscoa 

I. Standardise all municipal- and the whole-of-government reporting. Seamless alignment in 
reporting; Relieves reporting fatigue and the cost of reporting. By enforcing mSCOA from 
transaction inception to data extraction in a municipality’s systems ensures a credible,reliable 
and timely database of municipal information at a very detailed level. This information can be 
used in multi-dimensional reporting. mSCOA therefore focus on data extraction making 
reporting possibilities endless which will eliminate current excessive user requests to 
municipalities, resulting in endless templates asking for the same information in different 
formats. mSCOA does not fix historic information but going forward it forces credible 
information through its validation principles; 

II. Bring officials in the municipality together on topical matters, e.g. engineers and accountants / 
accountants versus budget office, etc 

• Example : Historically planning for the budget was done by the budget manager 
in one office. The engineer (implementing the project) was not necessarily 
involved. mSCOA brings about a business change and when planning e.g. 
repairs and maintenance everyone (budget manager, engineer and accountant) 
will do joint planning. 

III. Guides minimum leading business processes in a municipality through the use of multiple 
segments. It therefore reforms the business of the municipality and not just its finances. 

This means: 

• Less need for the use of consultants, since municipal officials themselves implement 
business processes on-the-job; 

• Consistent and unique skills development across municipalities that enables transition 
of resources between municipalities and across spheres of government; 

• The cornerstone of mSCOA is proper planning and budgeting. mSCOA requires 
a municipality to budget in a particular way (for projects) across the segments, 

which means that what council approved in the budget and what is implemented (spend) 

across the municipality’s systems will align ensuring spending discipline 

(economy, efficiency and effectiveness). This improvestransparenc accountability 
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IV. Modernise financial management through updated systems and technology. There is a 
general improvement ofsystems offerings since vendors are upgrading systems to align 

with Mscoa 

V. Improves transparency and accountability leading to a high level of service delivery 

VI. Brings higher levels of cooperative government. mSCOA makes it easier to navigate across 
municipal systems to prioritise support. National and provincial government can now provide 
pro-active and preventative support because we will have credible, reliable and timely 
municipal information 

VII. Provides for evidence-based financial management in municipalities. This means improved 
municipal benchmarking, policy making and interventions 

VIII. Improves the audit process in municipalities. By improving accruals, audit opinions should 
improve. Furthermore the Auditor-General currently has to audit the multiple charts of 
accounts of municipalities. Standardising the chart of accounts for all municipalities: 

• Reduces Auditor-General interpretations across multiple charts of accounts; 

• Thereby reducing audit costs and auditing time; and 

• Provides a standard for the Auditor-General to audit consistently across all 278 
municipalities. 

IX. Opened discussions around the “same interpretation” of accounting principles between 
municipalities, vendors and other stakeholders 

X. Creates stability and consistency by providing a defined structure in the standard set of 
accounts 

XI. Currently there is a mismatch between the municipality’s budget, service delivery and budget 
implementation plan (SDBIP), in-year reporting (MFMA section 71 and 72) and the annual 
financial statements. mSCOA because of the multi-dimensional reporting across segments, 
brings seamless alignment in the accountability cycle of a municipality. This is because all the 
reports across the accountability cycle will be compiled from the same mSCOA information: 

10.2 Oversight Roles of Councillors 

I. Council must take note of the promulgated mSCOA Regulations and of the mSCOA Project 
Implementation Plan and avail sufficient resources for the implementation of the project 

II. Executive Mayor must provide political guidance over the fiscal and financial affairs, budget 
process and priorities of the municipality (mSCOA is a serious budget reform issue) 
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III. Executive Mayor must monitor and oversee the Municipal Manager and Chief Financial 
Officer in exercising their responsibilities in terms of the MFMA (MFMA legislation directs the 
mSCOA Regulations) 

IV. Executive Mayor needs to oversee the implementation of the mSCOA Project Implementation 
Plan and the related Risks Register. 

V. Executive Mayor needs to oversee and ensure that the current financial system becomes 
mSCOA compliant, that an in-house mSCOA Champion is appointed by the Municipal 
Manager, that the mSCOA Steering Committee and Project Management Team is in place, 
that a mSCOA Project Management Office has been established by the Municipal Manager. 

/ 


11. BUDGETIMPLEMENTATION 


11.1 Monitoring 

The Accounting Officer, with the assistance of the CFO and other senior managers, is responsible for 
the implementation of the budget, and must take reasonable steps to ensure that: 

(a) Funds are spent in accordance with the budget; 

(b) Expenses are reduced if expected revenues are less than projected; and 

(c) Revenues and expenses are properly monitored. 

The Accounting Officer, with the assistance of the CFO, must prepare any adjustment budgets when 
such budget is necessary and submit it to the Executive Mayor for consideration and tabling to Council. 

The Accounting Officer, with the assistance of the CFO, must ensure that the Municipality has and 
maintains an effective system of expenditure control in order to assist with budget control. Budget 
control must be performed on the lowest level of the budget, as well as the starting activity of an 
expense (i.e. by line item). 

The Accounting Officer, with the assistance of the CFO, must ensure that the Municipality has and 
maintains effective systems of: 

• Revenue collection; and 

• Debtor management. 

The assumptions on which the revenue forecasts was based must be monitored on at least a bi-annual 
basis. 
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The Accounting Officer, with the assistance of the CFO and other senior managers, must report in 
writing to the Council any impending shortfalls in the annual revenue budget, as well as any impending 
overspending, together with the steps taken to prevent or rectify these problems 

11.2 Reporting 

11.2.1 Monthly budget statements 

The Accounting Officer, with the assistance of the CFO, must not later than ten working days after the 
end of each calendar month, submit to the Executive mayor and Provincial and National Treasury a 
report in the prescribed format on the state of the municipality’s budget for such calendar month, as 
well as on the state of the budget cumulatively for the financial year to date. 

The report to the National Treasury must be both in electronic format and in a signed written document. 

11.2.2 Quarterly Reports 

The Accounting Officer, with the assistance of the CFO, must assist the Executive Mayor;in his/her 
duties in terms of section 52(d) of the MFMA to submit toCouncil within thirty days of the end of each 
quarter a report on the implementation of the budget and the financial state of affairs of the Municipality. 

11.2.3 Mid-year budget and performance assessment 

The Accounting Officer must assess the budgetary performance of the Municipality for the first half of 
the financial year, taking into account all the monthly budget reports for the first six months, the service 
delivery performance of the municipality as against the service delivery targets and performance 
indicators which were set in the service delivery and budget implementation plan. 

The Accounting Officer must then submit a report on such assessment to the Executive Mayor, 
Provincial Treasury and National Treasury by 25 January each year. The Executive Mayor must table 
this report to the Council by 31 January each year. 

The Accounting Officer may in such report make recommendations, after considering the 
recommendation of the CFO, to prepare an adjustment budget. 


12. CONCLUSION 


The Director Corporate Services must place and maintain on the municipality’s official website the 
following documents: 

(a) Annual and adjustments budgets and all budget-related documents; 

(b) All budget-related policies; 

(c) Integrated Development Plan; 

(d) Annual report; 
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(e) All performance agreements; 

(f) All service delivery agreements; 

(g) All long-term borrowing contracts; and 

(h) All quarterly and mid-year reports submitted the Council on the implementation of the budget 
and the financial state of affairs of the municipality. 

13. REVIEW 

This Budget Policy is the only policy of the municipality and replaces any past policies in this regard. 
Any revision of this policy must be approved by Council.This policy must be reviewed and submitted 
for consideration by Council on an annual basis. Such submission must be accompanied with a full 
description of the reasons for the change to the policy. 
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The employees of Knysna Municipality work for 40 hours in a normal working week. Normal working hours 
are as oer aDoroved Council Policv. Some employees of Knysna Municipality are required to work ©fr shifts, 
qn T weekends and on public holidays. That i s r e gu l at e d s e parat el y from norma l work i ng hours. 

Employees may from time to time be obligated to work outside their normal working hours. 

2. LEGISLATION 

Overtime is generally regulated by the Basic Conditions of Employment Act (BCEA-section 10) and the 
SALGA Collective Agreement and these provisions should govern overtime payment. (thervofjz remove) 

Overtime means the time that the employee works during a day or week in excess of the employee’s ordinary 
hours of work. 

Emergency Overtime means work that must be done without delay because of circumstances for which the 
employer could not reasonably have expected to make provision and which cannot be performed by employ- 
ees during their ordinary hours of work. Emergency work excludes the performance of routine maintenance 
work outside normal working hours. It is however the prerogative of the Employer to decide if any overtime 
not included in this definition qualifies as emergency overtime. 

4. GUIDING PRINCIPLES 

The working of overtime should be subject to very strict control measures and therefore only staff in a Su- 
pervisory capacity who have been authorized by his\her Director, shall be entitled to approve the performance 
of overtime by subordinates. 

A monthly report on all overtime worked and the expenditure involved should be submitted to the Section 80 
Committee for Finance and Government. 


An employee will shaU be entitled to paid overtime when he\she is requested by written instruction by the 
Mmunicipal anager or the employee’s uperior who is duly authorized to do so, to perform dut out- 
side his normal working hours. 

Employees on standby in terms of clause of the Collective Agreement on Conditions of Service for 
the Western Cape Division of the SALGBC (South African Local Government Bargaining Council), shall re 
ceive overtime payment., irrespectable of the statutory threshold. 

5. PURPOSE 

The purpose of this policy is to regulate overtime worked by employees outside their normal working hours. 

6 . PROCEDURE FOR REMUNERATIVE OVERTIME 

6.1 Working overtime should be an exception rather than a rule, sSupervisors must ensure that 
overtime work is minimised. 

6.2 Overtime shall be paid or time-of granted to all employees who qualify in terms of the BCEA. 

6.3. Employees earning more than the overtime earnings threshold provided for in BCEA as 

amended and as determined from time to time, will be provided time- off for overtime worked 
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calculated on straight time basis (1 hour overtime worked = 1 hour time off), subject to the 
provisions of this policy. The approving authority and the employee involved mustt e agree be 
forehand on time-off for overtime worked. 

6.4 In terms of Clause 10(1 )(b) of the Basic Conditions of Employment Act, an employer may not re- 
quire or permit an employee to: 

(a) To work overtime except in accordance with an agreement 

(b) To work more than: 

(i) Three hours’ overtime a day; or 

(ii) Ten hours’ overtime a week. 

6.6 Supervisors must authorise overtime work only if thatthe work is urgent and cannot be done 
during normal working hours. 

6.7 The number of overtime hours required for such a task shall be agreed upon between the Su- 
pervisor and the employee, and shall not exceed the limits stipulated in Clause 6.4. 

6.8 Where possible, work to be done should be stipulated before hand indicating what needs to be 
done and for how long. 

6.9 Attendance registers are signed by employees working overtime at the starting and finishing time 
and controlled by the Ssupervisor in charge. 

6.10 Records of all overtime duties are kept 

6.11 Sufficient F funds must be available to finance overtime pay. 

6.12 It is the responsibility of Ssupervisors to ensure that overtime claimed has: 

i. actually been performed; 

ii. and-was necessary; and 

iii. was performed in the most cost effective manner. 

All overtime work should as far as possible be performed at the employees normal place of work. 

If the above limits are exceeded the Ssupervisor shall be held liable. 

Supervisors should look at innovative ways of reducing overtime, for example, using shifts and 
time- off for overtime worked, this must be agreed with employee, before the overtime is worked. 

7. OVERTIME COMPENSATION 

7.1 Overtime shall be paid for work done beyond 40 hours per week, provided that provisions in 6.4 
above have been met. 

7.2 Hourly rates as per the Basic Conditions of Employment Act are as follows: 

7.2.1.1 Overtime worked beyond normal working hours (remove (i.e. 7h30 to 1_6h30 ) and 

replace with (as aDproved bv Council)) o n a normal working day: one and a half (1,5) 
times an employee’s hourly salary. 

7.2.2 Saturdays: one and a half (1.5) times an employee’s hourly salary. 

7.3 Sundays: 

An employer must pay an employee who works on a Sunday at double the employees’ salary for 
every hour worked, unless the employee ordinarily works on a Sunday, in which case, the employer 
must pay the employee at 1,5 times the employees’ salary for each hour worked. 
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7.4 Public holidays 

An employer may not require an employee to work on a public holiday, except in accordance with 
an agreement. If a public holiday falls on a day on which the employee would ordinarily work, an 
employer must pay: 

a) An employee who does not work on the public holiday, at least the wage that the employee 
would ordinarily have received for work on that day 

b) An employee who does work on the public holiday : 

i) at least double the amount referred to in paragraph (a); or 

ii) if it is greater, the amount referred to in paragraph (a) plus the amount earned by the 
employee for the time worked on that day. 

c) If an employee works on a public holiday on which the employee would not ordinarily work, 
the employer must pay the employee an amount equal to: 

i) The employee’s ordinary daily wage; plus 

ii) The amount earned by the employee for the work performed that day, whether calcu- 
lated by reference to time worked or any other method. 

The amount due, after statutory deductions, will be paid with the employee’s salary in 
the month immediately following the month the overtime is worked. 

7.5 The Municipality and the employee(s) concerned may agree that an employee be compensated with 

time off, as set out in section 10(3) (a) and (b) of the BCEA. Such time off must be taken within 
one month after the overtime was worked. If, for operational reasons the employee is not able to 
take the time off, the employer will pay the overtime according to the rates mentioned above. 

8 . NIGHT WORK 

8.1 Forthe purposes of this policy night work means work performed after 18h00 and before 6h00 
the next day 

8.2 An employer may only require or permit an employee to perform night work if so agreed and if: 

•An employee is compensated by the payment of an allowance, which may be a remgve (shjft) 
replace with jnight work ) allowance, as per the Bargaining Council Agreement, or by a reduction of 
working hours. 

•Transport is available between the employees place of work and home atthe commencement and 
conclusion of employees shift. 

8.3 An employer who requires an employee to perform work on a regular basis after 23h00 and be- 
fore 6h00 the next day must: 

(a) Inform the employee in writing or orally if the employee cannot read in a language the em- 
ployee understands 

- of any safety and health hazards associated with the work that the employee is required to 
perform, and 

- of the employees right to undergo medical examination in terms of paragraph (b) 

(b) at the request of the employee allow the employee to undergo medical examination, for 
the account of the employer, concerning those hazards: 

before the employee starts, or within a reasonable period of the employee starting such 
work and 

at the appropriate intervals while the employee continues to perform such work. 

(c) transfer the employee to a suitable day work within a reasonable time if: 

the employee suffers from a health condition associated with performance of night work, and 
and i fj t is practicable for the employer to do so 
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(d) An employee works on a regular basis if s/he works for a period of longer than one hour 
after 23h00 at least five times a months or 50 times per year. 

o o o - 
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1. OBJECTIVE 

The objective of the policy is to ensure that activities of the Municipality continue while critical positions are not 
permanently occupied. 

2. DEFINITION 

The Acting Policy regulates the temporary appointment of employees of the Municipality in higher positions in a 
capacity whether or not it is in addition to their own duties. 

3. RELEVANT LEGISLATION 

t This policv is based on the t Main Collective Aqreement of the South African Local Government 

t Barqaininq Council (SALGBC) and the Conditions of Service of the Western Cape Division of the 

SALGBC- 

4. (Remove: Procedure ) PROCEDU REGUIDING PRINCIPLES 

An employee of Knysna Municipality will be acting when: 

4.1 

4.2 

4.3 

4.4 


4.5 

4.6 

4.6 

4.7 

4.8 

4.9 
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S/he performs all the duties of a higher position, as oer the approved-ifi-tbe (remove: in the) orqanoqram, 
other than his/her own and/or in addition to his /her own duties. 

An agreement between the Mmunicipality and the employee appointed in the acting position 
willsbaU ( remove: shall ) be drawn up,v and th e fFor an acting period , which may not exceed three (3) 
months in duration, w ithout the agreement being reviewed. 

The agreement in 43.2 above , Such an aqr ee m e nt i remove: Such an agreemenf) may be extended for 
a further corr e spondinq ( remove: corresDondina) period, but this shall only be done if no suitable perma- 
nent appointment is possible , not exceeding the period in 43.4 below . 

I Remove: An employee mav only act in a higher oosition for) An employee mav only act in a higher ■< 
position f& rThe acting oeriod in 43.2 and 43.3 mav not exceed a maximum ( remove: uninterruoted ) 
un i nt e rrupt e d period of 9 (nine) consecutive (remove: 12 (twelv 12 (twelve) ) workinq months , Wwhere- 
after the oost must be advertised and filled on a npetitive basis. j remove: ^Tthis is only aoolicable to 
acting as from the date of the commencement ofthis SALGA agreement , dated 1 April 2016.) 


A staff member appointed to act in a vacant position I remove: shall) sMmust comply with the mini- 
mum qualifications^ and/ or i remove: and/or ) relevant experience^ and/or I remove: and/or ) potential to 
perform in the position to which s/he is appointed in an acting capacity. 

Employment Equity willsbatt be one of the requirements to be taken into consideration when appoint- 3 
ing people to act in higher positions ( Unions agree - to not remove) 

Employment equity will I remove: shall ) be one of the requirements to be taken into consideration when 
appointing people to act in higher positions. 

The employer will not unreasonably stop or interrupt the acting period of the employee resulting in the 
non-payment of an acting allowance 

The employer will I remove: shall ) sM not unreasonably stop or interrupt the acting period of the em- 
ployee resulting in the non-payment of an acting allowance 

I Remove: Subiect to 4.10 a) Subj e ct to 3.9 a An employee will not be paid an acting allowance whilst 
s/he is on any form of leave or any other absence during the acting period ( remain ) 
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4.10 If an employee has acted for a continuous period of three (3) months or longer, s/he will qualify for an 
acting allowance while on any form of paid leave 

4.11 Council may in consultation with the Municipal Manager resolve that an employee should act 

in a section 56 and 57 position ( remove: in terms of clause 4.1 and 4.2 , in which case the following 
shall apply:) 

i n t e rms of c l ause 4 .1 and 4 .2, i n wh i ch case the fo ll ow i nq 
shall ap 

4. 12 That an employee may not be allowed to act more than one occupational level higher than the occupa- 

tional level of the acting incumbent , unless critical operational reguirements necessitates. (reiected bv 

IMATU and SAMWU ) 


4.13 An employee may not act against more than one position at a time. 


5. REMUNERATION 


A staff member who is appointed to a vacant position in an acting capacity shall be remunerated on 
the following basis: 

5.1 The acting allowance willshall ( remove: shalf) mel\ be the amount which is the difference between the 
employees current notch and the commencing fifsi ( , remove: first ) notch of the scale of the acting position. 

5.2 Acting allowance willshaU ( remove: shall ) be paid to an employee who has acted in a higher position for 
a period of at least 10 consecutive working days including public holidavs andcompulsory closing ofoffice 
during the festive season. 

5.3 In the case of an employee already on a notch higher than the first notch of the acting position, s/he« 
sha ll r e c ei v e th e n e xt notch of th e act i nq pos i t i on ( remove: s/he shall receive the next notch of the acting 
position) an acting allowance amounting to five percent of his pensionable salary willshall ( remove: 

shal l) be paid. 

5.4 The acting allowance willshaU ( remove: shall) sfraU be paid for the duration of the aqr ee m e nt fremove: 
agreement ) aqreed period. 


5.5 The acting allowance is non-pensionable 

5.6 The allowance , (remove: subiect to the Municipal Svstems Act, 2000)su biect to the Municipal Svstems 
Act, 2000 , and after statutory deductions , will be paid with the emplovee ’s salary in the month immediatelv 

following the month the acting was performed 

5.7 The acting allowance of include: of any emplovee acting in a Section 56 and 57 position will be the 
difference between the pensionable salary of the acting employee and 60% of the remuneration package 
of the post in which the employee is acting. 

5.8 The acting allowance of a Section 56 when acting in the post of Section 57 appointment, will be 
the difference between 60% of the remuneration package of the acting employee and 60% of 
the remuneration package of the Section 57 post in which the employee is acting. 

6. PROCEDURE 

6.1 The requesting line department must submit a written request signed by the relevant Superior, Manager 
of the department and Director to the HR department, prior to the acting period. 


Policy Title: Acting Policy 


Formatted: Indent: Left: 0,75 cm, Hanging: 0,75 cm, Allow 
hanging punctuation, Adjust space between Latin and Asian 
text, Adjust space between Asian text and numbers, Font 
Alignment: Auto 









































Page 13. 

6.2 The HR department will scrutinize the request against the criteria of length of acting, salary 
scales and notches as well as existing position on the organogram. 

6.3 If the request complies with the criteria, the HR department will generate a letter for approval 
of the acting to the MM, to whom approval of the acting is delegated to in terms of the deleg- 
tions register. 

6.4 If the request does not comply with the criteria, it is returned to the line department. 

6.5 After approval by the MM, the approved request is submitted to the relevant incumbent and a 
copy to the Payroll Department for processing 

6.6 Acting appointments in section 56 and 57 positions are done by Council via Council resolution, followed 
by a letter to the incumbent and the Payroll section. 

6.7 The employer shall not unreasonably stop or interrupt the acting period of the employee resulting in the 
non-payment of an acting allowance without written motivation approved by the Municipal Manager. 

o 
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KNYSNA MUNICIPALITY 



KNYSNR 

Municipality Munisipaliteit uMasipala 


VACANCY POLICY 

HUMAN RESOURCES POLICES AND PROCEDURES MANUAL 


1. POLICY STATEMENT 

The Municipality strives to deliver optimum service delivery at all times. The Municipality 
recognizes that its Human Resources is its most valuable asset and a great deal of time and 
money is invested in the recruitment and selection of suitable candidates to deliver the required 
services and to maintain the desired level of service delivery. Therefore every effort should be 
made to fill vacancies as soon as possible and to recruit the most suitable candidates to 
maintain the desired level of service delivery. 

2. OBJECTIVES 

The Vacancy Policy aims to: 

create a process where vacancies can be filled within the soonest possible timeframe; 
keep Knysna Municipality's vacancy rate below 15% for funded vacancies at all times; 
retain the minimum percentage of critical positions vacant; 

create an environment which allows for all funded vacancies to be filled within 120 days 
from becoming vacant. 

3. DEFINITION 

A vacant position is a position which becomes vacant due to a resignation, retirement, ill health 
retirement or death of an occupant of a funded position on the approved organizational 
structure. 

4. FUNDAMENTAL PRINCIPLES 

The Vacancy Policy is based on the following fundamental principles: 

To be able to fill a vacant position, the position must: 

o exist on the approved organizational structure; 

o be fully budgeted for in the approved budget applicable to that financial year. 
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5. PROCEDURE OF FILLING VACANCIES 

5.1 Once a funded position becomes vacant and identified to be filled by the Director, the 
Director must inform the Manager Human Resources at soonest. 

5.2 The Human Resources Department will then verify whether the vacancy exists on the 
approved organizational structure as well as verify whether the position is a funded 
vacancy with sufficient funding within the current approved budget applicable to that 
financial year. 

5.3 The Human Resources Department will then verify the Key Performance Areas of the 
vacancy against an evaluated job description. 

5.4 The Human Resources Department will then assist the Director or Line Department 
Manager with the drafting and advertising of the vacancy for final approval by the 
Municipal Manager. 

5.5 Following step 5.4 above, the Human Resources Department will assist the Director or 
Line Department Manager to fill the vacancy following the processes of recruitment, 
selection and appointment as stipulated in Knysna Municipality's approved Recruitment 
and Selection Policy. 

6 . FILLING OF UNFUNDED VACANCIES 

In the instance where an urgent need arises for the filling of an unfunded vacancy the following 

principles must prevail: 

the vacancy must exist on the approved organogram marked as an unfunded vacancy; 
the Line department must submit a full motivation to the Municipal Manager and the Chief 
Financial Officer requesting permission to fill the vacancy; 

the funding to fill the unfunded vacancy within the current financial year must be sourced 
through the Adjustment Budget; 

where the filling of an unfunded vacancy is extremely urgent, a line department may 
exchange the funding of an existing funded vacancy which has become redundant, to fill a 
critical unfunded vacancy. 

7. FILLING OF VACANCIES FOR SECTION 56 & SECTION 57 POSITIONS 

Filling of vacancies which occur for Section 56 & Section 57 positions are regulated by the 

Municipal Systems Act, Act 32 of 2000 as well as Government Gazette No. 37245, Local 

Government Regulations on Appointment and conditions of employment of Senior Managers. 

o o o - 
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STANDBY POLICY 

HUMAN RESOURCES POLICES AND PROCEDURES MANUAL 

1. STANDBY DUTY 

1.1 An employee is entitled to a standby allowance when he is requested by written instruction by 
the Municipal Manager of his Superior to be available for the performance of duty outside his 
normal working hours. 

1.2 The standby allowance shall be payable on the following conditions only: 

1.2.1 When the employee is required to be available for duty for a period of at least eight 
hours during a 24 hour period (based on a 40-hour working week) after normal working 
hours. 

1.2.2 Standby shall not exceed a calendar week provided that an employee shall not be on 
standby for more than two weeks per month, save where operational requirements 
dictate otherwise. 

1.3 Every Municipality shall determine a delegation policy for the purposes of Clause 1.1. Where no 
such policy is in place, any written instruction by a Supervisor to perform standby duty shall 
qualify as an instruction for the purpose of clause 1.1. Such policy must be communicated to all 
employees. 

1.4 Standby is calculated: 

1.4.1 From the normal closing time of the employee's place of work; or 

1.4.2 On a day on which the employee is not normally required to work. 

1.5 The standby allowance shall not affect or be affected by any remuneration for overtime worked 
by the employee during the period of standby duty. 

1.6 The standby allowance shall be equal to 15 per cent of the normal hourly rate based on the 
pensionable salary formula: 

1.6.1 Pensionable annual salary -f number of working days (calendar days - public holidays - 
weekends) -r 8 x 15% = hourly standby allowance; and 
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1.6.2 Shall be paid in a proportionate manner according to the actual number of hours on 
standby. 

Note: The formula in clause 1.6.1 above could also be expressed as 

[15/100 x (annual pensionable salary -r 249 -r 8)] x actual number of hours on standby. 

o o o - 
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KNYSNA MUNICIPALITY 



TRAVEL & SUBSISTENCE POLICY 
2018/2019 

HUMAN RESOURCES POLICES AND PROCEDURES MANUAL 


1. PURPOSE 

1.1 It is essential for representatives of the Municipality to from time to time travel to other 
towns and cities in order to establish and maintain links and relationships with other 
Municipalities, Government bodies, and other parties, institutions and organizations 
operating in or interacting with the sphere of Local Government. 

1.2 It is also important for representatives of the Municipality to broaden their knowledge and 
understanding of and compare local experiences in Local Government transformation, 
innovation and changes in the rest of the country, and this can only be done effectively 
through the medium of personal contact with a wide range of Local Government 
stakeholders. 

1.3 The purpose of this policy is to regulate how travelling and subsistence costs are paid to 
staff members and Councillors required to undertake approved Council business which 
involves incurring expenses for travel, lodging, meals and other costs for attending 
conferences, meetings, seminars, training and conducting other Council business. 

1.4 This policy sets out the basis for the payment of a subsistence and travel allowance for the 
purposes of such official travelling. 

2. DEFINITIONS 

2.1 For the purposes of a subsistence allowance, a representative shall mean: 

2.1.1 Executive Mayor; 

2.1.2 Deputy Executive Mayor; 

2.1.3 Speaker; 

2.1.4 Members of the Mayoral Committee; 
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2.1.5 other Councillors specifically authorised to represent the municipality on a particular 
occasion; 

2.1.6 Municipal Manager; 

2.1.7 Directors; 

2.1.8 Any other official specifically authorised to represent the municipality on a particular 
occasion; 

2.1.9 Any official who is a member of a recognized professional institution and is granted 
permission to attend meetings and conferences of such institution; 

2.1.10 Any other person who is granted permission to attend meetings, conferences by the 
Municipal Manager; 

2.1.11 A subsistence and travel allowance is an amount of money paid by the municipality 
to a representative; 

2.1.12 Government rates: rates charged by Hotels for government institutions which are 
lower than the normal rates charged. 

2.2 For the purposes of this policy, domestic travel shall mean travel within South Africa; and 

2.3 International travel shall mean travel to any country other than South Africa. 

2.4 Normal workplace means the town where the employee is stationed\required to perform 
his or her duties. 

2.5 A day is calculated as a single 24 hour period, which commences at time of departure from 
the normal workplace. 

3. ADVANCE (APPLICABLE TO INTERNATIONAL TRIPS ONLY) 

An advance is typically an amount of money that is granted by an employer to an employee in 
circumstances where the employer is certain that the employee will incur business related 
expenses on behalf of the employer, and where the employee is obliged to prove or account for 
the business related expenditure to the employer. The amount of the advance is based on the 
business related expenditure. Where the actual expenses incurred are less than the advance 
granted, the employer recovers the difference from the employee, and vice versa. 

4. POLICY 

4.1 Responsibilities of representatives who travel on business of the Municipality: 

4.1.1 Every representative who travels on the business of the Municipality must comply 
with this policy in letter and in spirit; 

4.1.2 Representatives who travel on the business of the Municipality must appreciate, at 
all times, that they are ambassadors for the Municipality, that their action, conduct 
and statements must be in the best interests of the Municipality, and that they 
must comply with any specific mandates they have been given; 
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4.1.3 Consistent with the Municipality's performance monitoring and evaluation 
objectives, the Municipal Manager will ensure that a database of all 
representatives and official travelling is kept. The Municipal Manager may delegate 
this to the Directors. 

4.1.4 Council delegates or representatives to any conference, workshop or meeting must 
ensure that they arrive on time and attend until the conclusion of such event. 

4.1.5 Any Council funds which were appropriated for the purposes of the subsistence 
and travel requirements of an individual and which are not fully utilised by that 
individual MUST be paid back to Council within 48 hours of returning. Failure to 
adhere to this requirement may result in disciplinary and criminal proceedings 
being undertaken by Council. 

4.2 Subsistence and travel allowance 


4.2.1 Purpose 

4.2.1.1 All journeys undertaken must contribute to the Council's business of developing, 
obtaining or transferring of knowledge or to communicate and promote or 
administerthe Council's interest. 

4.2.1.2 The object of a journey is to justify the cost; therefore all journeys and medium of 
transport must be motivated. 

4.2.1.3 Compensation for business journeys is designed to cover the reasonable cost by 
employees for expenditure incurred as a result of a journey undertook. 

4.2.1.4 Journeys must be planned thoroughly in order to complete it in the most efficient 
and cost effective manner. 

4.2.1.5 The bulk of the travelling should be done within the working hours of Council. If 
not possible, travelling must be cost effective. 

4.2.2 Authorization 

4.2.2.1 All journeys must be authorized beforehand. 

4.2.2.2 Only the Municipal Manager or an official with the necessary delegated authority 
may authorize any travel to be undertaken by Directors outside the Municipal 
geographical boundaries or payments to be made for persons invited for 
interviews. 

4.2.2.3 Only the Director of the relevant Directorate may authorize any travel to be 
undertaken by officials in his/her Directorate. 

4.2.2.4 Only the Executive Mayor and the Speaker as the case may be, may approve any 
travelling to be undertaken by the Executive Deputy Mayor and any other 
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Councillor. The Municipal Manager will authorise the expenditure related to the 
trip; 

4.2.2.5 If the Executive Mayor and the Speaker approved their own travel on municipal 
business, they must inform the Municipal Manager thereof and they must report 
to the following Council Meeting on the nature and reasons for such travel and 
the expenses incurred and funding available. 

4.2.2.6 The approval is subject to the provision of funding for expenses incurred on the 
approved budget of the relevant department/business unit. 

4.2.2.7 An invitation to attend a workshop, meeting or related event is not an automatic 
authorization to attend such workshop or event. Prior required authorization 
must still be obtained from the Municipal Manager, Executive Mayor or Speaker 
as the case may be. If any representative fails to do so, or leave the event before 
its conclusion, the Executive Mayor and Speaker or the Municipal Manager, as 
the case may be, may recover all allowances and disbursements paid to such 
delegate or representative to attend such event, provided that such delegate or 
representative is afforded the opportunity to submit reasons for not getting prior 
approval and\or not being able to be present from the commencement to 
conclusion of such event. 

4.2.2.8 Councillors will be paid according to the prescribed SALGA Circular. 

4.2.2.9 Travelling and subsistence will not be paid in cases where it is being paid for by 
the host or person who extended the invitation. 

4.2.2.10 The Councillors and officials must abide with the report back policy in terms of 
submission of report when they are attending official business of Council. 

4.2.3 Loss or damage 

4.2.3.1 Loss or damage which includes unauthorized payments or fruitless expenditure 
caused by Councillors must be brought under the attention of the Executive 
Mayor and where caused by officials must be brought to the attention of the 
Municipal Manager for further investigation and action. 

4.2.4 Nature 

4.2.4.1 The following type of expenses may result from performing official duties away 
from the normal workplace: 

4.2.4.1.1 Accommodation: A three or four star hotel or guest house to a 
maximum amount of R1500 per night for Councillors for bed and 
breakfast accommodation with the exception of the Executive Mayor 
who may make use of a four star hotel or guest house to a maximum 
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of R1800 per night for bed and breakfast. This amount will increase 
annually in line with CPI; 


4.2.4.1.2 Mealsand non-alcoholic drinks; 

4.2.4.1.3 Toll gate fees; 

4.2.4.1.4 Official telephone calls & faxes; 

4.2.4.1.5 Official transport expenses, such as public transport; 

4.2.4.1.6 Washing and ironing of clothes. If away for longer than one week; 

4.2.4.1.7 Bank charges payable for the exchange of foreign currency; 

4.2.4.1.8 Official parking fees; 

4.2.4.1.9 Official car rental; 

Proof of expenditure must be provided for each item claimed. 

4.2.5 Personal Recreation 

A subsistence allowance does not cover any personal recreation. 

4.2.6 Compensation 

For the inconvenience of sleeping away from home the traveller will receive an 
amount of R50 per night. 

4.2.7 Accommodation: 


4.2.7.1 Representatives who travel on the business of the Municipality, where 
the business unavoidable entails one or more nights to be spent away 
from home, may stay in a hotel, motel, guesthouse, bed and breakfast 
establishment or with family and friends. 

4.2.7.2 The cost of accommodation will be borne by the Municipality, subject to 
a maximum of R1200.00 per night for officials and R1500 per night for 
Councillors. Such cost will include the cost of a breakfast. Claims by 
officials and Councillors exceeding this are subject to proper motivation 
to the Municipal Manager for authorization. These amounts should be 
subject to, and amended from time to time in accordance to Travel 
Agents guidelines on Industry Rate Norms. 

4.2.7.3 Where such accommodation is available, the rate for a single room will 
be payable. 

4.2.7.4 The payments for overnight accommodation may be paid directly 
through bookings to the preferred place of accommodation or the 
Councillor / representative can pay the establishment directly and 
submit requisition claims for payment of their expenditure upon their 
return. 
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4.2.7.5 Where the Councillor or officials stays with a relative or a friend the 
R750 per night (assumed as bed and breakfast) will be payable without 
the submission of an invoice. 

4.2.7.6 Request for payment of reservation must be submitted at least three 
days before departure to enable the administration to process the 
claim. If this is not strictly adhered to, the official or Councillor will have 
to pay for the accommodation her/himself and claim the money back 
from Council. 

4.2.7.7 Where an event starts on or before lOhOO on the first day, 
accommodation can be arranged for the previous night when a delegate 
has to travel for more than 250 km. 

4.2.7.8 Where an event concludes after 16h30, delegates can arrange for 
overnight accommodation when a delegate has to travel 250km or 
more to reach his/her place of residence. 

4.2.7.9 With reference to paragraph 4.2.7.7 and 4.2.7.8 above, where 
Councillors and officials are required to attend an event for more than 
one consecutive day to the same destination within the range of 250km, 
the approval for delegates to sleep over rather than travel back daily, be 
left to the discretion of the Director and Municipal Manager. 

4.2.8 Meals : 

4.2.8.1 Above the amount of R750.00 the traveller may claim a maximum meal 
allowance of: 

R70 forlunch 
R120 for supper 

If the traveller does not sleep over the night before and leave before 
7am they may claim R70 for breakfast. The traveller may claim only for 
supper if he or she arrives home after 19:00. 

4.2.9 Hence the total claimable amount per day will be R1010.00 for private stay if the 

traveller sleeps over plus the amount of R50 for inconvenience. 

4.2.10 On the road costs within the Municipal area are not paid. 


4.2.11 Transportation : 

4.2.11.1 Representatives must utilize the most economic means of transport 
available. 

4.2.11.2 Whatever means of transport is used (airplane, motor car, taxi, train. 
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etc.), the cost factor must be calculated in terms of monitory value 
(Rand and Cent). The following aspects must be taken into 
consideration. 


4.2.11.2.1 

4.2.11.2.2 

4.2.11.2.3 

4.2.11.2.4 

4.2.11.2.5 

4.2.11.2.6 

4.2.11.2.7 


Cost of economic class airplane ticket; 
Car rental - set the limit on class; 
Time to reach destination; 
Productivity aspects; 

Cost of private transport; 

Cost of vehicle motor scheme; 
Number of delegation. 


4.2.11.3 Private vehicles (officials not participating in motor car scheme) may only 
be used if authorized by the official's Director in advance, claims will be 
based on the rates of the Department of Transport . 

4.2.11.4 Claims for private vehicles will be paid a flat rate calculated at R/per 
kilometre. The Municipal Manager will determine that rate annually at 
the beginning of the financial year bearing in mind the average CPI of the 
preceding year. 


4.2.11.5 The distance to which the reimbursement applies, must be the shortest 
distance between the Municipality's offices or the place of residence of 
the delegate and the location where the official business is to be 
transacted. 

4.2.11.6 Where possible representatives must travel together, up to four in a 
vehicle, to minimize travelling expenses. 


4.2.12 Entitlement 


4.2.12.1 All claims submitted must be supported by corroborating 
documentation. 

4.2.12.2 On returning an employee can submit additional invoices which will 
then be reimbursed after approval. 

4.2.12.3 No subsistence allowance will be paid, and no representative will be 
entitled to a subsistence allowance if the trip or travel is not related 
to the official business of the Municipality. 


4.2.13 Entertainment of other people 

4.2.13.1 Entertainment of external business associates or contacts or clients or 
potential investors or potential clients falls outside the scope of the 
subsistence allowance and will be separately reimbursed (subject to prior 
approval where applicable). 
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4.2.13.2 If a representative of the Municipality has an entertainment allowance, 
this entertainment of external business associates or contacts or other 
parties must be claimed against the entertainment allowance. 


4.2.13.3 A single meal cannot be reimbursed as BOTH entertainment and 
subsistence. Eg if entertaining at supper cannot also claim supper 
allowance. 

4.2.14 Car rental 


Vehicle may be rented by Councillors and officials who travel on Council business. 
Up to a "D" or "E" category vehicles may be rented, unless it is more cost-effective 
to hire a more expensive vehicle (for example, when the number of 
representatives involved could justify the hire of a micro-bus). Officials and 
Councillors attending the same event must rationalise on car rental and share cars 
wherever possible. 

4.2.14.1 Car rental must be approved as part of the travel package before the trip 
is embarked on. 

4.2.14.2 A representative who rents a vehicle whilst travelling on the business of 
the Municipality without having received prior authorization will only be 
reimbursed for the cost of the vehicle rental if proof of expenditure can 
be produced and the representative can demonstrate that vehicle rental 
was reasonably but unexpectedly necessitated by the circumstances. 

4.2.15 Insurance 


4.2.15.1 Official transport : 

4.2.15.1.1 Accidents with official transport must be reported to the 
Municipal Manager and Insurance section immediately and 
will be investigated. 

4.2.15.1.2 Disciplinary action will be based on the ruling of the 
investigation. 

4.2.15.2 Private transport : 

4.2.15.2.1 Accidents with private transport will be covered by the 
owner of the vehicle. 

4.2.15.2.2 Council is not responsible for any payment thereof. 

4.2.16 Transport of private persons 

4.2.16.1 The use of official transport to transport private persons is 
strictly forbidden. 

4.2.16.2 Subsistence and travel allowances for persons invited for 
interviews will be paid by Council. 
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4.2.17 Traffic fines 


The driver of an official vehicle at the time of an offence is responsible for 
the payment of any fine. 

4.2.18 Overseas travel 


4.2.18.1 


Amount of Subsistence Allowance 


International Subsistence Allowance 


The amount of subsistence allowance payable to employees 
embarking on International Travel is limited to the amount laid 
down by SARS annually for Income Tax exemption purposes. 

The prescribed subsistence limits are updated annually on SARS's 
website. 

Subsistence allowances will be paid for each day the employee is 
away from home while on Municipal business. The number of 
days to be determined will be from the day and time the 
employee departs from his\her permanent place of residence and 
includes the day the employee arrives to his\her permanent place 
of residence. 

Council will cover the health insurance and the life cover of the 
traveller. 

4.2.18.2 Payment of International Travel Allowance 

The subsistence allowance will be transferred to the employees' 
bank account prior to the employee embarking on the business 
trip ; provided all necessary procedures were dully followed. 

Proof of expenditure or receipts are not required in respect of 
this allowance. 

4.2.18.3 Tax implications 

The subsistence allowance must be reflected in full on the IRP 5 
certificate. 

Employees Tax is not deducted from the subsistence allowance 
paid to employees, however, should the subsistence allowance 
exceed the limits prescribed by the SA Revenue Service (SARS), 
the full amount of the subsistence allowance must be included as 
a taxable subsistence allowance in the employee's IRP5 certificate 
and may be subject to Income Tax in the employees annual 
income tax assessment. 
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The prescribed limits laid down by SA Revenue Services for 
subsistence allowances which are consequently exempt from tax 
are: 

4.2.18.3 Accommodation 

Accommodation is limited to the equivalent of a local three star 
establishment and is deemed to include bed and breakfast. The daily 
allowance is to be used for all other meals. Officials and Councillors may also 
claim back for: 

4.2.18.3.1 Official telephone calls & faxes set a maximum 

4.2.18.3.2 Official transport expenses, such as public transport 

4.2.18.3.3 Washing and ironing of clothes. If away for longer than one 
week. 

4.2.18.3.4 Bank charges payable for the exchange of foreign currency 

4.2.18.3.5 Official Parking fees 

4.2.18.3.6 Official car rental 

4.2.18.3.7 Tollgatefees 

Proof of these costs must be provided upon return, or an advance may be permitted assuming these costs are 
known. Should an advance be paid to the traveller, the traveller is responsible for ensuring the reconciliation 
thereof. 

ooo- 
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KNYSNA MUNICIPALITY 



SCARCE SKILLS AND RETENTION POLICY 

HUMAN RESOURCES POLICES AND PROCEDURES MANUAL 
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POLICY STATEMENT 

The Municipality recognizes that its Human Resources is its most valuable asset. A gr e at dea l of 

should be made to retain staff, where i nvest e d investment i n th e 
been made into their training and development of e mp l oy ee s and ther e for e 
ev e ry ef ffort should also be made to recruit and retain staff and e sp e c i a ll y those with 
developed scarce skills. 

Jt is the responsibility of the employer to determine the strategic and operational needs of the 
organization. The Employer needs to identify the critical skills shortages and how to attract 
individuals who have the skills required to achieve the turnaround strategy of Council and 
retaining those individuals once appointed. 

OBJECTIVES 

The Scarce Skills Policy aims to: 

Identifywg scarce skills within local government sector and in particular within the Knysna 
Municipality. 

Guide the recruitment of individuals with scarce skills; 

jntroduce mechanisms to retain the employees with the scarce skills after appointment by 
inter alia implementing an allowance to retain their services. 
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DEFINITION 

Scarce Skills are disciplines and fields of occupations where the Municipality finds it difficult to 
attract, recruit and retain staff. 
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FUNDAMENTAL PRINCIPLES 

The scarce skills and retention Policy is based on the following fundamental principles - 

Jt is the responsibility of the employer to identify fields or disciplines of fields where the 
Municipality finds it difficult to attract, recruit and retain staff; 
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5. 


the Municipality must exp e r ie nc e demonstrat( difficulty in attracting and retaining critical 
expertise in certain fields\jobs due to the limitations set by the collective agreements on 
salaries, job evaluation. , r e gu l at i ons on upp e r li m i t of r e mun e rat i on packag e s pavab le to 
Mfc m i c i pa l manag e r and manag e rs d i r e ct l y accountab le to Mun i c i pa l manag e r and th e 

cat e gor i zat i on of mun i c i pa li t ie s; 

the Scarce Skills Policy and its implementation must be fundamentally aimed at identifying 
(within the context and environment of Knysna Municipality) those critical skills shortages, 
attracting individuals who have the skills required and retaining those individuals once 
appointed; and 

it is the responsibility of the Municipality to develop and retain especially those local 
employees who have skills that are scarce and in high demand. 

Jn order Tto enable the employer to adhere to the requirements of the Employment Equity 
Act to ensure representation of previously disadvantaged groups in all occupational 
categories, it is necessary to take unusual steps to identify, develop and retain individuals 
that will relieve the critical skills shortages in the long run and will ensure appropriate 
representation within all occupational categories and levels in these fields. 
it is the responsibility of the Municipality to identify and develop internal employees who 
possess the potential, to be trained or developed to meet the required needs for scarce skills. 
Measures that deal with the attraction and retention of scarce skills must aim to address the 
problem in the short term and in the long term. 

The scarce skills and retention policy needs to be reviewed on an annual basis to ensure that 
the identification, attraction and retention of individuals with the skills that are in need are 
updated and therefore relevant at all times. 

A prerequisite for the retention of scarce skills is that the necessary support in terms of 
backup, personnel and svstems is in place to enable them to perform their duties adequately. 

IDENTIFYING SCARCE SKILLS 

It is the responsibility of Council to identify certain posts and/or occupational categories affected 
by scarc e skills cha lle ng e scarcit\ . Directors shall in consultation with Human Resources identify 
occupational groups affected by a scarce skills challenge using th e A any or(d ele t e ) all of the 
following criteria: 

5.1 the turnover rate of employees in a particular occupation must be significantly above the 
turnover experienced in the Municipality; 

5.2 the inability of the departments to meet the demands of the tasks or the technical 
requirements defined by the tasks; 

5.3 the duration of the skills shortfall that cannot be accommodated from within departmental 
staff; 

5.4 high vacancy rate; 

5.5 the demand for particular skills exceeds the supply; 

5.6 there must be a shortfall for the identified skill in the local, provincial and national 
government market; 

5.7 vacancies in the identified field or occupational category should be proven to be difficult to 
fill; 
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5.8 the skills must require an advanced knowledge in a field, science or discipline obtained 
through formal studies and \or (d ele t e) specialized instruction and \or(d ele t e ) vears of 
service or experience; 

5.9 the skills\ knowledge\experience must be critical to a specific project and \or(d ele t e ) 
service; and 

5.10 reasons\factors given by employees with scarce skills for leaving the service of the 
Municipality. 

&t 44- I n th e cas e of manag e rs dir e ct l y a ccountab le to municipa l manag e r, th e d e t e rmination ef 

s k ill s scarc i tv mav tak e i nto account th e numb e r of eli g i b le , app l icat i ons, th e numb e r of 

eti g i b le cand i dat e s that w e r e i d e nt i f ie d dur i ng th e r e cru i tm e nt of th e i ncumb e nt i n th e 

eo st, and th e sk ill s scarc i t ie s r el at i ng to th e funct i ona l d e partm e nts accountab le to that 

pa rticu la r s e nior mana gefr 

&t 43- 5.11 List of all occupational groups which meet the above criteria must be submitted 

to the Director Mun i c i pa l Manag e r who in consultation with Human Resources will 
designate the occupational groups as falling in the category of "scarce skills" and must be 
approved bythe Municipal Manager 

^48- 5.12 All occupational groups determined in terms of clause 5.11 above shall be 

reviewed every twelve (12) months to allow for the relevant adjustments, based on 
changing trends and to confirm whetherthe occupations remain scarce. 

6. REWARD STRATEGY FOR ATTRACTING AND RETAINING INDIVIDUALS WITH SCARCE SKILLS 

6.1 SHORT TERM SOLUTIONS FOR ATTRACTING AND RETAINING INDIVIDUALS WITH SCARCE 
SKILLS 

The municipality is experiencing difficulty in attracting and retaining the services of individuals 
from designated and non-designated groups with scarce skills due to the obligation the 
employer has to adhere to the collective agreements regulating the salary scales and 
evaluation of jobs of occupations / designations within the municipality. 

6.1.1 Occupational groups, designations and individual cases identified in terms of 
clause 6 above may be rewarded at a different rate / salary to attract and retain 
their skills and the reward can be in one of the following ways: 

6.1.1.1 A scarce skills allowance to be paid to the individual as set out in clause 8 below; 
or 

6.1.1.2 Increase in guaranteed pay subject to the maximum of the pay rang e ; or range; 
or 

6.1.1.3 Any other method recommended or agreed upon 


6.1.2 

in the fields of scarce skills. The Municipality should find a solution to address the 

middle income housing problem as a high propertv process in the Knysna 
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Municipal area can be a contributing factor to the municipality's inability to 

attract and retain scarce skills. Th e mun i c i pa li ty shou l d f i nd a so l ut i on to addr e ss 
th e m i dd le i ncom e hous i ng prob le m as a h i gh prop e rty pr i c e s i n th e Knysna 

Mun i c i pa l ar e a can b e a contr i but i ng factor to th e mun i c i pa li ty's i nab ili ty to 

attract and r e ta i n scarce sk ill s. 

6.1.2.1 Hous i ng cou l d b e i d e nt i fi e d and r e s e rv e d for occupat i on by e mp l oy ee s i d e nt i f ie d 
i n th e f iel ds of scarc e sk ill s. Housing can be identified and reserved for occupation 
bv employees identified in the fields of scarce skills. - Preference should be given 

to employees with scarce skills in the policv guiding the allocation of staff housing. 


6.1.2.2 They would be required to pay market related rent to occupy the houses. 


6.1.2.3 Occupation of the houses should be directly linked to the scarcity of their skills. A 
contract should deal with the occupation and reasons for vacation of the house 
should the employee leave the services of Knysna Municipality or should they 
apply for a position for which no scarcity of skills exists or should the particular 
skill no longer be regarded as scarce in the re-evaluation process. 

6.1.3 Depending on the critical status of the skills needed appointing a consultant on a 
short term basis to ensure the successful completion of a project / task could be 
considered. 


Dir e ctors r e qu e sting a scarcity a ll owanc e to b e paid for an occupat i ona l group and\or sp e c i fic 

post must subm i t, b e ar i ng inter alia paragraph 4 abov e i n m i nd, a mot i vat i on to th e Manag e r 

Human R e sourc e s and th e Municipa l Manag e r for approva l .| 


6.2 LONGER TERM SOLUTION FOR ATTRACTING AND RETAINING INDIVIDUALS WITH SCARCE 
SKILLS 

The municipality is experiencing difficulty in attracting and retaining the services of individuals 
from designated groups due to the high demand in the local and international market for 
these individuals and/or the prolonged course of study / years of service required for a 
specific designation / occupation. 


^A4 6.2.1.1Learners who have the intention of studying the fields identified to be in high ^ 

demand or which requires a prolonged course of studv should be identified at High 

schools at an early stage to ensure that their subject choices support the study fields. 

L e arn e rs who has th e intention of studying th e fie l ds i d e ntifi e d to b e in high d e mand 

or wh i ch r e qu i r e s a pro l ong e d cours e of study shou l d b e i dent i f i ed at H i gh schoo l s at 
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an e ar l y stag e to e nsur e that th ei r subj e ct cho i c e s supports th e study f iel ds. Provision 
of conditional bursaries for qualifying learners who wish to pursue studies in a field 

that has been identified as a scarce skill for at least 3 consecutive vears. 

6.2.1.1 Such identified learners could be offered bursaries to enable them to study in the^ Formatted: Indent: Left: 1,9 cm, Hanging: 1,27 cm 

various identified fields with an obligation to work for the municipality after obtaining 

their required qualifications for the number of years they received a bursary. 

6.2.1.2 A Bursary fund should be put in place to which a designated amount is allocated by-' ( Formatted: Indent: Left: 1,9 cm, Hanging: 1,27 cm 
the municipality and to which members of the public and organizations can 

contribute and for which funds can be raised. 


6.2.1.3 Learners who leave the employment of the municipality before they have work e d * ( Formatted: Indent: Left: 1,9 cm, Hanging: 1,27 cm 
baek worked back the years they received a bursary should be obliged to pay an 
amount proportional to the bursary they received and the yeafs years' work into the 
bursary fund referred to in 6.2.1.2 above designated for the training of learners in the 
fields identified as scarce. 


6.2. 1.4 Graduates employed in terms of this provision shall be offered e mp l oym e n iinternship * ( Formatted: Indent: Left: 1,9 cm, Hanging: 1,27 cm 
program on a 2-year contract basis- and being remunerated at R8000,00 per 

month comm e nsurat e w i th th e numb e r of y e ars that th e y hav e stud ie d , with no 

eligibilitv for a scarce skills allowance during that time. 

6.3.1 The municipality must ensure that in consultation with the LGSETA Internships in fields 
that have being identified as scarce are identified and funded / supplemented through 
the Skills levy paid by Knysna Municipality in terms of feits obligations under the Skills 
Development Levies Act. 

6.3.1.1 The municipality must ensure that these internships are taken up and< Formatted: Indent: Left: 1,9 cm, Hanging: 1,9 cm 

implemented to enable the municipality to attract individuals at an early stage in 

fields of scarce skills and where experience is a necessity for the performance of 
a function / job. 

6.3.1.2 Individuals who formed part of an internship should be accommodated by* ( Formatted: Indent: Left: 1,9 cm, Hanging: 1,9 cm 
providing time off to obtain the necessary qualifications in the fields identified. 


6.3.1.3 -I nd i v i dua l s who form e d part of an i nt e rnsh i p program at Knysna Mun i c i pa li ty 

shou l d b e g i v e n pr e f e r e nt i a l tr e atm e nt wh e n th e y app l y for jobs aft e r f i n i sh i ng 

th e ir int e rnsh i p.| 

6.4.1 Internal employees who have demonstrated a d e s i r e the potential to qualify themselves 
in fields where a scare skill exists should be identified. 
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6.4.1.1 Such identified employees should be offered bursaries to enable them to study 
part time in the various identified fields with an obligation to work for the 
municipality after obtaining their required qualifications for the number of years 
they received a bursary. 

6.3.1.2 Funds for these bursaries can be obtained from the same fund referred to in 

6.3.1.3 Employees who leave the employment of the municipality before they have 
worked back the years they received a bursary should be obliged to pay an 
amount proportional to the bursary they received and the years work into the 
bursary fund referred to in 6.2.3 below designated for the training of the learners 
/ individuals in the fields identified as scarce. 

6.3.1.4 Employees who are studying part time have to be accommodated to enable them 
to attend classes and exams where necessary during work hours. 

The Municipality must put measures in place to ensure a transfer of skills by employees with 
scarce skillstakes place duringtheir employment with the municipality by puttinga mentoring 
program in place. Must This will also ensure that a sustainable pool of individuals is 
established for future use. Proposals and submissions in this regard must be obtained from 
the directors who have identified the scarce skills within their directorates. 

7.1 The scarcity allowance must be re-evaluated on a ki-annual basis to allow for adjustments, based 
on changing trends and to confirm whether the posts and\or occupational groups originally 
affected by a scarce skills challenge remain scarce. 

7.2 - Should a skill no longer be identified as scarce 

^by the Municipal Manager, the allowance will be no longer be applicable to any new 
appointments in that occupational group or field. 

8 PAYMENT OF SCARCITY ALLOWANCE 

8.1 FACTORS THAT INFLUENCE THE SCARCITY ALLOWANCES 

The payment of a scarcity allowance should enable the municipality to attract and retain scarce skills 
within its budgetary constraints. 

8.1.2 [Manag e rs r e qu e st i ng a scarc i ty a ll owanc e to b e pa i d for a sp e c i f i c post shou l d subm i t a * 
motivation to th e ir HOD.] 

&t4t 3- 8.1.1 HOD recommendations to be submitted to human resources. Human Resources 
will make a recommendation to the Municipal Manager for approval taking into account 
the list of Council approved scarce skills each year. 

8.1.2 A (non-pensionable) scarcity allowance calculated at the following % of an employee's 
annual basic salary, may be payable: 

St4t4 

TASK Level_Scarcity allowance 
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T9 - T12 

(15%) 

T13-T15 

(12%) 

T16-T17 

18%) 


4%. 8%, 162% , 20% to a max i mum of 1620%. 


8.1.4 The scarcity allowance will be implemented on the first notch of the T level salary scale 

irrespective of what level the employee is current on. x ??retention position 8% Formatted: Highlight 

8.1.5 Senior managers will only be granted a scarcity allowance und e r on council approval 
under a separate council item to be submitted to council e xc e pt i ona l c i rcumstanc e s . 

8.1.6 All normal recruitment processes must have being exhausted before a motivation is 
submitted for the payment of a scarcity allowance. 

8.1.7 Allowances should allow for both the possession of skills and e xt e nd extent of the 
utilization of those skills in the general performance of duties. 

8.1.8 An employee who is in possession of jelevant add i t i ona l sup e r i or qualifications, which Formatted: Not Highlight 

makes such a candidate suitable for succession planning, may also be paid an additional 

allowance as a retention allowance subject to the proviso that the total of both 

allowances must not exceed a maximum of^l£6% in order to ensure retention within | Formatted: Not Highlight 

the Municipality. Formatted: N^Hi^hT 


9 PAYMENT OF A HIGHER SALARY WITHIN A RANGE 


9.1 The municipality is bound by collective agreements relating to job evaluation and salary scales which 
provide for the appointment of external candidates on the starting notch/salary of a specific post. 

The municipality can offer an individual a commencing salary within the range of the scale. 

9.1.1 When external candidates are appointed they may be offered a commencing salary 
between the minimum and high point pay range based on the candidates experience, 
knowledge, competence and scarcity of the skill he / she possesses. 

9.1.2 To counter offer on current employees, Municipality may, in addition to paragraph 8, be 
offered a commencing salary between the minimum and high point pay range of a 
specific post. 

9.1.3 The range mentioned in 8.1 above must be approved by the Municipal Manager. 

9.1. 4— The Municipal Manager must, in considering a recommendation in 8.2 above, take into 

9.1.4 account a candidate's experience, knowledge, competence and the scarcity of the skill « f Formatted: Outline numbered + Level: 3 + Numbering 

such a candidate possesses. Style: 1, 2, 3,... + Start at: 1 + Alignment: Left + Aligned 

at: 1,27 cm + Indent at: 2,54 cm 


10 STAFF RETENTION CRITERIA AND PROCEDURES 
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In an effort to retain highly qualified and skilled employees any or all of the following criteria and 

responsibilities should apply when considering targeted allowances: 

10.1 the employee must receive a bona fide offer of employment from another employer, 
which offer must be in writing and includes details of the salary/remuneration offered to 
the employee, subject thereto that the Director recommending the retention must verify 
the offer and provide a concise written justification along with a copy of the offer letter; 

10.2 the employee must, over and above the required qualifications, be in possession of 
additional superior qualifications making such an incumbent suitable for succession 
planning; 

10.3 the recommendation must be detailed and must be in line with budgetary constraints and 
any other implications the recommendation could have on the department and the 
municipality in general; and 

10.4 the motivation in 9.1 must be submitted to the Municipal Manager for final approval; 

10.5 any counter offers made to the employee and which amend his\her current employment 
contract must be confirmed in writing and be duly accepted by the employee. 

ooo- 
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1. BACKGROUND 

1.1 The purpose of this policy is to define and regulate unauthorised, irregular or fruitless and 
wasteful expenditure. The aim is to prevent unauthorised, irregular or fruitless and wasteful 
expenditure; to identify and investigate unauthorised, irregular or fruitless and wasteful 
expenditure; to respond appropriately in accordance with the law and to address instances of 
unauthorised, irregular or fruitless and wasteful expenditure conclusively. 

1.2 In terms of section 4(2)(a) of the Municipal Systems Act (MSA) the Council has a duty to use the 
resources of the municipality in the best interest of the local community. This duty is extended to 
individual Councillors through the Code of Conduct for Councillors which states that a Councillor 
must: 

i. “perform the functions of office in good faith, honestly and in a transparent manner; and 

ii. “at all times act in the best interests of the community and in such a way that the credibility 
and integrity of the municipality are not compromised.” 

1.3 Municipalities are often challenged with unauthorised, irregular or fruitless and wasteful 
expenditure. 


2. OBJECTIVE 

2.1 The objectives of this policy includes amongst other things: 

(a) Emphasising the accountability of employees; 

(b) Ensuring that employees have a clear and comprehensive understanding of the 
procedures they must follow when dealing with unauthorised, irregular or fruitless 
and wasteful expenditure; 

(c) Ensuring that resources made available to employees are utilized efficiently, effectively, 
economically and for authorised official purposes; 

(d) Ensuring that the Municipality’s resources are managed in compliance with the MFMA, 
the Municipal Budget and Reporting Regulations and other relevant legislation; and 

(e) Ensure that irregular, unauthorised or fruitless and wasteful expenditure is detected, 
processed, recorded, and reported timeously. 
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3. DEFINITIONS 

“allocation”, in relation to a municipality, means - 

(a) a municipality’s share of the local government’s equitable share referred to in section 
214(1)(a) of the Constitution; 

(b) an allocation of money to a municipality in terms of section 214(1)(c) of the Constitution; 

(c) an allocation of money to a municipality in terms of a provincial budget; or 

(d) any other allocation of money to a municipality by an organ of state, including by another 
municipality, otherwise than in compliance with a commercial or other business 
transaction; 

“fruitless and wasteful expenditure” means expenditure that was made in vain and would 
have been avoided had reasonable care been exercised. The phrase ‘made in vain’ indicates that 
the municipaiity derived no value for money from the expenditure or the use of other resources. 
Fruitless and wasteful expenditure must fulfill both the conditions in the definition, namely, that it 
was made in vain and it would have been avoided had reasonable care been exercised. 

“irregular expenditure”, in relation to a municipality or municipal entity, means - 

(a) expenditure incurred by a municipality or municipal entity in contravention of, or that is not 
in accordance with, a requirement of the MFMA, and which has not been condoned in 
terms of section 170; 

(b) expenditure incurred by a municipality or municipal entity in contravention of, or that is 
not in accordance with, a requirement of the Municipal Systems Act, and which has not 
been condoned in terms of that Act; 

(c) expenditure incurred by a municipality in contravention of, or that is not in accordance 
with, a requirement of the Public Office-Bearers Act, 1998 (Act No. 20 of 1998); or 

(d) expenditure incurred by a municipality or municipal entity in contravention of, or that is not 
in accordance with, a requirement of the supply chain management policy of the 
municipality or entity or any of the municipality’s by-laws giving effect to such policy, and 
which has not been condoned in terms of such policy or by-law, but excludes expenditure 
by a municipality which falls within the definition of “unauthorised expenditure”. 

“overspending” - 

(a) In relation to the budget of a municipality, means causing the operational or capital 
expenditure incurred by the municipality during financial year to exceed the total amount 
appropriated in that year’s budget for its operational or capital expenditure as the case 
may be; 

(b) In relation to a vote, means causing expenditure under the vote to exceed the amount 
appropriated for that vote; or 

(c) In relation to expenditure under section 26, means causing expenditure under that section 
to exceed the limits allowed in subsection (5) of that section. 

“unauthorised expenditure”, in relation to a municipality, means any expenditure incurred by a 
municipality otherwise than in accordance with section 15 or 11 (3) of the MFMA, and includes - 

(a) overspending of the total amount appropriated in the municipality’s approved budget; 

(b) overspending of the total amount appropriated for a vote in the approved budget; 

(c) expenditure from a vote unrelated to the department or functional area covered by the 

vote; 

(d) expenditure of money appropriated for a specific purpose, otherwise than for that specific 
purpose; 
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(e) spending of an allocation referred to in paragraph (b), (c) or (d) of the definition of 
“allocation” in the MFMA otherwise than in accordance with any conditions of the 
allocation; or 

(f) a grant by the municipality otherwise than in accordance with the MFMA. 

“Vote” means - 

(a) One of the main segments into which a budget of a municipality is divided for the 
appropriation of money for the different department or functional areas of the municipality; 
and 

(b) which specifies the total amount that is appropriated for the purposes of the department 
or functional area concerned. 


4. REGULATORY FRAMEWORK 

4.1 The following Laws and regulations, amongst others, inform this policy: 

(a) Section 32 of the MFMA 

(b) Sections 170 and 173 of the MFMA 

(c) Regulations 23 and 74 of the Municipal Budget and Reporting Regulations 

(d) Relevant GRAP statements 

(e) MFMA Circular 68 of 2013 
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5. SCOPE OF APPLICATION 

5.1 From a responsibility perspective, this policy is relevant to all employees of the Municipality, 
whether full-time or part-time. It is, however, specifically applicable to the Council, Accounting 
Officer, Chief Financial Officer, Senior Manager’s, Officials and all employees. In particular, the 
duly appointed Directors and responsibility managers have significant roles in: 

(a) Identifying the identity of the person who is liable for unauthorised, irregular or fruitless and 
wasteful expenditure. 

(b) Deciding on how to recover unauthorised, irregular or fruitless and wasteful expenditure from 
the person liable for that expenditure. 

(c) Determining the amount of unauthorised, irregular or fruitless and wasteful expenditure to be 
recovered, written off or provided for. 


6. RELATIONSHIPS WITH OTHER POLICIES 

6.1 The unauthorised, irregular, or fruitless and wasteful expenditure policy has additional parts that 
cover the unique nature of the broad spectrum of expenditure generated by municipality. These 
policies are to be managed by all the executive managers. The following parts exist: 

(a) System of Delegations 

(b) SCM policy 

(c) Debit Collection and Credit policy 

(d) Debt writing off policy 

(e) Budgets and Medium Term Revenue and Expenditure Framework 

(MTREF) 


7. ROLES AND RESPONSIBILITY 

7.1 The MFMA outlines the responsibilities of the Accounting Officer which include amongst others: 

(a) To exercise all reasonable care to prevent and detect irregular, unauthorised, fruitless and 
wasteful expenditure and must for this purpose implement effective, efficient and transparent 
processes of financial and risk management. 

(b) To inform, in writing the mayor, executive committee and Council, as the case may be, if a 
decision is taken which, if implemented, is likely to result in irregular, unauthorised, fruitless 
and wasteful expenditure. 

(c) On discovery of any irregular, unauthorised, fruitless and wasteful expenditure to report 
promptly in writing, the particulars of the expenditure to the Mayo. 

(d) The MFMA further prescribe the process that must be followed to deal with irregular, 
unauthorised, fruitless, and wasteful expenditure. 


8 . PRINCIPLES OF UNAUTHORISED EXPENDITURE 

8.1 Essentially, “unauthorised expenditure” includes overspending on the total amount of the budget, 
overspending on a vote, the incurring of expenditure unrelated to a vote and the incurring of 
expenditure for a purpose other than the approved purpose. 
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9. PROCESS DEALING WITH UNAUTHORISED EXPENDITURE 

9.1 Any employee who becomes aware of, or suspects the occurrence of unauthorised expenditure 
must immediately report, in writing, such expenditure to the Accounting Officer or his/her delegate. 

9.2 On discovery of alleged unauthorised expenditure, such expenditure must be left in the account i.e. 
relevant vote and the Accounting Officer or his/her delegate should record the details of the 
expenditure in an unauthorised expenditure register. (Attached as “Annexure A”.) 

9.3 The accounting officer or his/her delegate must investigate the alleged unauthorised expenditure to 
determine whether the expenditure meets the definition of unauthorised expenditure. 

9.4 During the period of investigation, the expenditure must remain in the expenditure account. The 
results of the investigation will determine the appropriate action to be taken regarding the 
expenditure. 

9.5 Should the investigation reveal that the expenditure is in fact valid expenditure and therefore does 
not constitute unauthorised expenditure the details of the expenditure should be retained in the 
register for completeness purposes (and to provide an appropriate audit trail). The register must 
then be updated to reflect the outcome of the investigation. 

9.6 If the investigation indicates that the expenditure is in fact unauthorised expenditure the Accounting 
Officer must immediately report, in writing, the particulars of the expenditure to the Mayor. 

9.7 If Council subsequently condones the unauthorised expenditure, the municipality requires no 
further action as the amount has already been expensed in the statement of financial performance. 
The register should be updated to reflect the fact that the unauthorised expenditure was condoned. 

9.8 If however, the Council does not condone the amount, the accounting officer must take effective 
and appropriate action to recover the amount from the responsible person. 


10. AUTHORISING UNAUTHORISED EXPENDITURE 

10.1 In considering authorisation of unauthorised expenditure, Council must consider the following 

factors: 

(a) Has the matter been referred to Council for a determination and decision? 

(b) Has the nature, extent, grounds and value of the unauthorised expenditure been submitted to 
Council? 

(c) Has the incident been referred to a Council committee for investigation and 
recommendations? 

(d) Has it been established whether the accounting officer or official or public office bearer that 
made, permitted or authorised the unauthorised expenditure acted deliberately or in a 
negligent or grossly negligent manner? 

(e) Has the accounting officer informed Council, the mayor or the executive committee that a 
particular decision would result in an unauthorised expenditure as per section 32(3) of the 
MFMA? 
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(f) Are there good grounds shown as to why an unauthorised expenditure should be authorised? 

For example: 

(i) the mayor, accounting officer or official was acting in the best interests of the 
municipality and the local community by making and permitting unauthorised 
expenditure; 

(ii) the mayor, accounting officer or official was acting in good faith when making and 
permitting unauthorised expenditure; and 

(iii) the municipality has not suffered any material loss as a result of the action. 

In these instances, the Council may authorise the unauthorised expenditure. If unauthorised 

expenditure is approved by Council, there would be no further consequences for the political 

office-bearers or officials involved in the decision to incur the expenditure. 


10.2 Adjustments budgets to authorise unauthorised expenditure: 

Council may only authorise unauthorised expenditure in an adjustments budget. This can be 
addressed in three different adjustments budgets as follows: 


(a) Adjustments budget for unforeseen and unavoidable expenditure: 

An adjustments budget to allow Council to provide ex post authorisation for unforeseen and 
unavoidable expenditure that was authorised by the mayor in terms of section 29 of the MFMA 
must be tabled in Council at the “first available opportunity” or within the 60 days after the 
expenditure was made. Should either of these timeframes be missed, the unforeseen and 
unavoidable expenditure must be treated in the same manner as any other type of 
unauthorised expenditure, and may still be authorised in one of the other adjustments budgets 
process described below. 

(b) Main adjustments budget: 

Council may authorise unauthorised expenditure in the adjustments budget which may be 
tabled in Council “at any time after the mid-year budget and performance assessment has 
been tabled in the Council, but not later than 28 February of the current year”. Where 
unauthorised expenditure from this period is not identified or investigated in time to include in 
this adjustments budget, it must be held over to the following adjustments budget process 
noted below. 

(c) Special adjustments budget to authorise unauthorised expenditure: 

Council may authorise unauthorised expenditure in a special adjustments budget tabled in 
Council when the mayor tables the annual report. This special adjustments budget “may only 
deal with unauthorised expenditure from the previous financial year which the Council is being 
requested to authorise in terms of section 32(2)(a)(i) of the Act.” 
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11. RECOVERY OF UNAUTHORISED EXPENDITURE 

11.1 All instances of unauthorised expenditure must be recovered from the liable official or political office- 
bearer, unless the unauthorised expenditure has been authorised by Council in an adjustment 
budget. 

(a) The Accounting Officer (or his/her delegate) must determine who the responsible party is 
from whom the amount should be recovered. This information would normally become 
evident while performing the investigation. 

(b) The Accounting Officer (or his/her delegate) must in writing request that the liable official or 
political office-bearer to pay the amount relating to such unauthorised expenditure within 30 
days. If the person/s fails to comply with the request, the matter may be handed to the 
municipality’s legal division for the recovery of the debt through normal debt collection 
process. 


12. PRINCIPLES ON IRREGULAR EXPENDITURE 

12.1 Irregular expenditure is expenditure that is contrary to the Municipal Finance Management Act (Act 
No. 56 of 2003), the Municipal Systems Act (Act No. 32 of 2000), the Remuneration of Public Office 
Bearers Act (Act No. 20 of 1998) or is in contravention of the municipality’s supply chain 
management policy or system of delegation. 

12.2 Categories of irregular expenditure 

Irregular Expenditure incurred as a result of a non-compliance with a Treasury regulation, the 
MFMA and the Knysna municipal Supply Chain Management Policy. 

Example: 

Procuring of goods or services by means of quotations where the value of the goods/services 
exceed the set threshold as determined in the SCM policy quotations. 

Irregular Expenditure incurred as a result of procuring goods or services by means of other that 
through competitive bids where the reason for deviating from the prescribed processes have not 
been recorded or approved in terms of section 17 of the SCM regulations. 

Irregular Expenditure resulting from non-adherence to the delegation of authority as approved. 

Irregular Expenditure incurred as a result of expenditure outside contracts or contracts expired and 
not extended in terms of MFMA section 116. 

Expenditure resulting from non-adherence to an institution’s delegation of authority is also regarded 
as irregular expenditure. 

12.3 Procedures for the condonation of irregular expenditure 

(a) As part of the enclosed procedures (Annexure B), provision is made for accounting officers 
to forward submissions to the Provincial Treasury or the relevant authority to request 
condonation for non-compliance with the MFMA or other legislation respectively. The 
treasury to which the submission must be forwarded will depend on the provision that was 
contravened. It must, however, be emphasised that submissions requesting condonation for 
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non-compliance must contain detailed motivation as to why the irregular expenditure in 
question should be considered for condonation, together with steps that have been taken to 
avoid a recurrence of this type of irregular expenditure. 

(b) It must, however, be emphasised that submissions requesting condonation of irregular 
expenditure must contain detailed motivation as to why the irregular expenditure in question 
should be considered for condonation, together with steps that have been taken to avoid a 
recurrence of the irregular expenditure. 

(c) If the irregular expenditure is subsequently condoned by the relevant authority, no further 
action is required by the department as the amount has already been expensed in the 
statement of financial performance. 

The register must be updated to reflect that the irregular expenditure was condoned and the 
notes to the annual financial statements must also be updated to reflect the condoned 
irregular expenditure. 

(d) In instances where condonation for irregular expenditure is not granted by the relevant 
authority, immediate steps must be taken to recover such expenditure from the relevant 
person, if he/she is liable in law. 

(e) If there is doubt regarding liability in law referred to in (d) above, the accounting officer must 
consult their in house legal services in this regard. 


13. PRINCIPLES ON FRUITLESS AND WASTEFUL EXPENDITURE 

13.1 No particular expenditure is explicitly identified by the MFMA as fruitless and wasteful. 

13.2 Fruitless and wasteful expenditure is expenditure that was made in vain and would have been 

avoided had reasonable care been exercised. 

13.3 Fruitless and Wasteful expenditure will always emanate from an action instigated by an official that 

resulted in a financial loss to the institution. 

13.4 Fruitless and wasteful expenditure can arise from a range of events, activities and actions from a 
simple oversight in performing an administrative task to a deliberate and/or an intentional 
transgression of relevant laws and regulations. 

13.5 It seems that the most logical approach to address assess whether or not expenditure can be 
classified as fruitless and wasteful expenditure is to ask a few elementary questions prior to the 
spending of municipal funds such as: 

Did the intended spending relate to the formal powers of the municipality? 

A municipality may perform only those functions and powers conferred to it by the Constitution and 
relevant legislation. Any expenditure incurred relating to an act or conduct exercised outside those 
functions and powers will result in fruitless and wasteful expenditure notwithstanding sufficient 
provision has been made on the budget and correct procedures were followed in incurring the 
expenditure. 

Would the expenditure further the interest of the municipality? 


Policy Title: UNAUTHORISED, 

IRREGULAR OR FRUITLESS AND WASTEFUL EXPENDITURE POLICY 







P a g e | 10 


The expenditure incurred to obtain a service, inventory, asset or to render a service, etc. must have 
been necessary and ideally unavoidable to enable the Municipality to exercise its functions and 
powers in accordance with the relevant legislation. 

Was it essential to incur the intended expenditure? 

It is of paramount importance to incur expenditure only when it is really necessary or essential for 
purposes as mentioned above. One should be satisfied that non-incurrence of such expenditure 
will have a negative impact on the lawful activities of the Municipality. 


Was any other option perhaps available to prevent the intended expenditure or to reduce it? 

This question overlap to some extent with question above but it is more specific in the sense that it 
put pressure on the Municipality to apply its mind and to consider all possible options. Should it 
appear after the expenditure has been incurred that a more effective and perhaps a less expensive 
option was at the disposal of the Municipality but that it was ignored or disregarded without good 
cause the expense will be regarded as fruitless and wasteful. 


14. PROCESS DEALING WITH IRREGULAR OR FRUITLESS AND WASTEFUL EXPENDITURE 

14.1 Any official who becomes aware of or suspects the occurrence of irregular - or fruitless and 
wasteful expenditure should immediately report in writing, the particulars of such expenditure which 
are within his or her knowledge, to the Accounting Officer or his or her delegate; 

14.2 Once the Accounting Officer or his or her delegate has received the report alleging the occurrence of 

irregular - or fruitless and wasteful expenditure, the details of such expenditure must be recorded in 
a register for irregular or fruitless and wasteful expenditure. An example of such register is attached 
as “Annexure A"; 

14.3 The Accounting Officer or his or her delegate should investigate the alleged irregular - or fruitless 

and wasteful expenditure to determine whether the expenditure meets the definition of irregular or 
fruitless and wasteful expenditure; 

14.4 For accounting records purposes, during the investigation, the expenditure must remain in the 
expense account i.e. the vote of the department within the municipality. The results of the 
investigation will determine the appropriate action to be taken regarding such expenditure. Should 
the investigation reveal that the expenditure is not irregular - or fruitless and wasteful expenditure 
as defined; the details of the expenditure should be retained in the register for record purposes and 
to provide a full audit trail. The register must be updated to reflect the outcome of the investigation; 

14.5 Should the investigation reveal that the expenditure is irregular - or fruitless and wasteful 
expenditure as defined above, the Accounting Officer must immediately report, in writing, the 
particulars of such expenditure to the Mayor. The register must be updated to reflect the outcome 
of the investigation; 

14.6 The Accounting Officer must also include the expenditure in the relevant department’s monthly 
revenue and expenditure report submitted to Council in terms of the MFMA; and 

14.7 For accounting records purposes, the irregular - or fruitless and wasteful expenditure must be 
treated as an asset in the books of the municipality until such time as the expenditure is recovered 
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from the responsible person or certified by Council as irrecoverable and written off in the Annual 
Financial Statements. 


15. ROLE OF COUNCIL COMMITTEE 

15.1 In terms of section 74 of the Municipal Budget and Reporting Regulations contained in Government 

Notice 393 of 17 April, 2009, a Council committee appointed to investigate the recoverability or 
otherwise of any unauthorised, irregular or fruitless and wasteful expenditure must consider - 

(a) the measures already taken to recover such expenditure; 

(b) the cost of the measures already taken to recover such expenditure; 

(c) the estimated cost and likely benefit of further measures that can be taken to recover such 
expenditure; and 

(d) submit a motivation explaining its recommendation to the Council for a final decision. 

15.2 The accounting officer must provide the committee concerned with such information it may require 
forthe purpose of conducting a proper investigation. 

15.3 The aforesaid committee may only comprise Councillors and should not include political office 

bearers of the municipality. At least 3 Councillors are required to constitute a committee. 

15.4 It should be noted that the Council is required by resolution to certify that the expenditure concerned 

is considered irrecoverable and that it should be written off. This power may not be delegated by 
the Council. 

15.5 An audit committee established in terms of section 166 of the Act is not precluded from assisting the 

appointed committee with its deliberations. 


16. INVESTIGATIONS AND DISCIPLINARY ACTIONS 

16.1 In terms of sections 172 and 173 of the MFMA, an Accounting Officer is guilty of financial 
misconduct and an offence respectively if he or she: 

(a) willfully or negligently fails to take effective and appropriate steps to prevent unauthorised, 
irregular or fruitless and wasteful expenditure as required by the MFMA; 

(b) fails to take effective and appropriate disciplinary steps against an official in the department 
who makes or permits unauthorised, irregular or fruitless and wasteful expenditure; and 

(c) fails to report unauthorised, irregular or fruitless and wasteful expenditure in terms of the 
MFMA. 

16.2 As soon as the accounting officer becomes aware of an allegation of financial misconduct against an 

official, the Accounting Officer has a responsibility to ensure that the Mayor initiates an 
investigation into the matter and if the allegations are confirmed, holds a disciplinary hearing in 
accordance with the prescripts of the applicable legislation. 

16.3 In terms of section 172 of the MFMA, an official of a department to whom a duty or power has been 

assigned commits an act of financial misconduct if that official will fully or negligently fails to 
perform that duty or exercise that power in line with applicable legislation. 
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16.4 In terms of the MFMA, the accounting officer must take appropriate and effective disciplinary steps 

against an official who makes or permits unauthorised, irregular or fruitless and wasteful 
expenditure. 

16.5 When an accounting officer determines the appropriateness of disciplinary steps against an official in 

terms of applicable legislation, he or she must take into account the following: 

(a) circumstances of the transgression; 

(b) extent of the expenditure involved; and 

(c) nature and seriousness of the transgression. 

16.6 Ratification of minor breaches of the procurement process 

The accounting officer may ratify any minor breaches of the procurement processes by an official 
or committee acting in terms of delegated powers or duties which are purely technical in nature 
provided that this provision is included in the municipality’s supply chain management policy and 
the official or committee who committed the breach had the delegated authority to perform the 
function. 

16.7 Disciplinary charges for Irregular or Fruitless and Wasteful Expenditure 

If, after having followed a proper investigation, the Council concludes that the political office-bearer or 
official responsible for making, permitting or authorising irregular expenditure did not act in good faith, 
then the municipality must consider instituting disciplinary action and/or criminal charges against the liable 
person/s. 

If the irregular expenditure falls within the ambit of the above description, then the Council, mayor or 
accounting officer (as may be relevant) must institute disciplinary action as follows: 

(i) Financial misconduct in terms of section 171 of the MFMA: in the case of an official that 
deliberately or negligently: 

□ contravened a provision of the MFMA which resulted in irregular expenditure; or 

□ made, permitted or authorised an irregular expenditure (due to noncompliance with any of 
legislation mentioned in the definition of irregular expenditure); 

(ii) Breach of the Code of Conduct for Municipal Staff Members: in the case of an official whose 
actions in making, permitting or authorizing an irregular expenditure constitute a breach of the 
Code;and 

(iii) Breach of the Code of Conduct for Councillors: in the case of a political office-bearer, whose 
actions in making, permitting or authorizing an irregular expenditure constitute a breach of the 
Code. This would also include instances where a Councillor knowingly voted in favour or agreed 
with a resolution before Council that contravened legislation resulting in irregular expenditure when 
implemented, or where the political office-bearer improperly interfered in the management or 
administration of the municipality. 

16.8 Criminal charges arising from an act of Irregular or Fruitless and Wasteful expenditure: 

(a) If, after following a proper investigation, the Council concludes that the official or political office- 
bearer responsible for making, permitting or authorising an instance of irregular expenditure acted 
deliberately or negligently, then the Council must institute disciplinary procedures and lay criminal 
charges against the liable official or political office-bearer. 
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(b) The irregular expenditure was the result of a breach of the definition of irregular expenditure it must 
be considered in terms of section 173 of the MFMA. 


17. RECOVERY 

17.1 Notwithstanding the disciplinary process, the accounting officer must identify the official who is 

responsible for the unauthorised irregular or fruitless and wasteful expenditure. 

17.2 The relevant information would normally be evident from the investigation process. 

17.3 The amount of the expenditure should be recovered from the official concerned by taking the 

following steps: 

(a) The accounting officer must write to the official concerned and request him or her to pay the 

amount within 30 days or in reasonable installments. 

(b) Reasonable installments will vary from case to case depending on such factors as the total 

amount involved and the affordability level of the official concerned. 

(c) The accounting officer is expected to apply his or her discretion judiciously. 

17.4 Should the official refuse or fail to pay as requested, the matter may be referred to an attorney for 

recovery. 

17.5 If the amount is not recoverable, the accounting officer may request Council to certify the debt as 

irrecoverable and write it off in terms of the municipal adopted policy. 

17.6 All instances of irregular expenditure must be recovered from the liable official or political office- 

bearer, unless the expenditure is certified by the municipal Council, after investigation by a Council 
committee, as irrecoverable and is written off by the Council. 

17.7 Irregular expenditures resulting from breaches of the Public Office-Bearers Act is an exception in 

that the irregular expenditure must be recovered from the political office-bearer to whom it was 
paid, who might not have been responsible for making, permitting or authorising the irregular 
expenditure. 

17.8 Once it has been established who is liable for the irregular expenditure, the accounting officer must 

in writing request that the liable political office-bearer or official pay the amount within 30 days or in 
reasonable installments. If the person fails to comply with the request, the matter must be 
recovered through the normal debt collection process of the municipality. 


18. REPORTING 

18.1 The accounting officer must comply with the following reporting requirements: attached as 
“Annexure B"; 

18.2 Immediately upon discovery of unauthorised, irregular or fruitless, and wasteful expenditure, the 

accounting officer must report the details of the unauthorised, irregular or fruitless, and wasteful 
expenditure to the Mayor. The report must include the following details: 

(a) amount of the unauthorised, irregular or fruitless and wasteful expenditure; 
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(b) name of the vote from which the expenditure was made; 

(c) reason why the unauthorised, irregular or fruitless and wasteful expenditure could not be 
avoided; 

(d) name and title of the responsible official; 

(e) details of any recovery steps taken or to be taken by the municipality; and 

(f) details of any disciplinary steps taken or to be taken by the municipality. 

18.3 The accounting officer must also include the expenditure in the relevant department’s monthly 

revenue and expenditure report submitted to the Council in terms of the MFMA. 

18.4 All unauthorised, irregular or fruitless and wasteful expenditure must be reported as a note to the 

annual financial statements. 

18.5 The Accounting Officer must record the reasons for any deviations in terms of SCM regulations and 

report to the next Council meeting and disclose this expenditure in a note to the annual financial 
statements. 
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19. REGULAR REVIEW OF THE UNAUTHORISED IRREGULAR, OR FRUITLESS AND WASTEFUL 
EXPENDITURE REGISTER 

19.1 The unauthorised, irregular or fruitless and wasteful expenditure register should be reviewed on a 
monthly basis by the chief financial officer of the municipality. This review will ensure that 
unauthorised irregular or fruitless and wasteful expenditure are adequately disclosed, dealt with, 
recorded and that no mathematical errors exists. 


20. ACCOUNTING TREATMENT OF UNAUTHORISED, IRREGULAR OR FRUITLESS AND 
WASTEFUL EXPENDITURE 

20.1 Unauthorised, irregular or fruitless and wasteful expenditure identified during one financial period, 

but not paid in the specific period should be recorded in the following financial year. 

20.2 The cumulative unauthorised, irregular or fruitless and wasteful expenditure incurred at financial year 

end should be adequately and appropriately disclosed in the financial statements of the 
municipality. 

20.3 Recognition and measurement of unauthorised, irregular or fruitless and wasteful expenditure shall 

be treated in terms of the latest available guidelines for the compilation of the Annual Financial 
Statements issued to municipalities by National Treasury on an annual basis and be in line with the 
latest GRAP requirements. 

20.4 DISCLOSURE OF UNAUTHORISED, IRREGULAR OR FRUITLESS AND WASTEFUL 
EXPENDITURE 

MFMA section 125 require accounting officers and accounting authorities to disclose in the notes to 
the Annual Financial Statements of the municipality particulars of any material unauthorised, 
irregular or fruitless and wasteful expenditure incurred during the financial year. 

20.5 Particulars of any criminal or disciplinary steps taken as a result of such unauthorised, irregular or 

fruitless and wasteful expenditures should be disclosed in the notes to the Annual Financial 
Statements. 
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21. POLICY ADOPTION 

This policy has been considered and approved by the Council of Knysna Municipality on the «insert 
date». 


Draft Sequence 

Approval Date 

Resolution Number 

Original 

Council - 


Revised 

Annually 


Revised 

Annually 


Revised 

Annually 



RESPONSIBLE FOR REVIEWING 
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i me of Municipality 


inancial Year _ 

Transact on details J Person I Type of I Status 

Amount I Description of Incident Liable Prohibited ^ \ ^ I 

(Official Expenditure Ul DP CC TR P WO General 
or comment: 

Political 
Office 

_ Bearer) _ 


Abbreviations: 

Ul: Irregular expenditure Under Investigation 

DP: Disciplinary process initiated against responsible person 

CC: Criminal charges laid with SAPS 

TR: Transferred to receivables for recovery 

P: Paid or in process of paying in installments 

WO: Written-off by Council as irrecoverable 
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ANNEXUREB 

REPORTING REQUIREMENTS 

The following diagram provides guidance as to the reporting requirements regarding unauthorised, 
irregular, fruitless and wasteful expenditure: 


Unauthorised, irregular, fruitless and wasteful expenditure is brought to the attention of the Accounting 
Officer. 


The Accounting Officer must immediately report in writing in terms of section 32(4)(a) and (b) of the 
MFMA, to the Executive Mayor, MEC for Local Government in the province and the Auditor-General. 


The Accounting Officer must in terms of section 32(4)(c)(i)(ii) of the MFMA, implement steps to rectify or 
recover such expenditure and to prevent a recurrence of such expenditure. 


The Accounting Officer must in terms of section 32(6)(a) and (b) of the MFMA, report to the South African 
Police Services all cases of alleged irregular expenditure that constitute a criminal offence and theft and 
fraud that occurred in the municipality. 


The Accounting Officer tables unauthorised, irregular, fruitless and wasteful expenditure before the 
Council. 


Council has the following responsibilities in terms of section 32(2)(a)(i)(ii) of the MFMA: 

1) Authorise the expenditure in the adjustment budget. 

2) Certify after investigation by a Council Committee that the expenditure is irrecoverable and approve the 
write off by the Council. 

3) Recommend the recovery of the expenditure from the responsible person 


If unauthorised, irregular, fruitless and wasteful expenditure is not condoned the Accounting Officer must 

1. Take appropriate disciplinary steps as required in Section 62 (e) of the MFMA. 

2. Recoverthe amount. 


Unauthorised, irregular, fruitless and wasteful expenditure must be reported in the annual report (as a 


Policy Title: UNAUTHORISED, 

IRREGULAR OR FRUITLESS AND WASTEFUL EXPENDITURE POLICY 







P a g e | 19 

note to the annual financial statements) in terms of section 125(2)(d)(i)-(iii) of the MFMA. 

As approved by Council at the Council meeting which was held on. 

Signed at KNYSNA on the.day of.201. 


Executive Mayor Executive Deputy Mayor 

Mr. Mr. 


Speaker (also on behalf of the Municipal Municipal Manager: 
Council) 

Ms. 
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